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BMC INDUSTRIES, INC. is a leading manu-
facturer of high-volume precision products for the enter-
tainment, optical, high-tech, medical, defense and aero-
space industries. Since its beginning in 1907, BMC has
earned a reputation for technological leadership in its
product offerings and customer service orientation. This
pattern of excellence is exemplified by our two business
segments: Buckbee-Mears and Optical Products.

The Buckbee-Mears group is composed of both Mask
and Micro-Technology Operations. Mask Operations
is the only North American manufacturer of aperture
masks — supplying them to nearly every major picture
tube manufacturer around the world. Aperture masks are
a key component in color television and computer moni-
tor picture tubes and consist of thousands of precise, con-
ically shaped holes designed to focus an electron beam on

the proper phosphor color stripe to produce a crisp image.

FINANCIAL HIGHLIGHTS

Micro-Technology Operations is a leading producer of a
variety of precision photo-etched and electroformed parts
that require fine features and tight tolerances.

The Optical Products group, operating under the
Vision-Ease trade name, is a leading designer, manufactur-
er and distributor of polycarbonate, glass and hard-resin
plastic eyewear lenses. Vision-Ease is a technology and
market leader in the polycarbonate lens segment.
Polycarbonate lenses are thinner and lighter than lenses
made of other materials, while providing inherent UV
filtering and impact resistance characteristics. Vision-Ease
provides one of the most extensive product lines in the oph-
thalmic lens industry to the nation’s retail eyewear chains,
wholesale laboratories and sunwear manufacturers.

BMC is headquartered in Minneapolis, Minnesota.
The Company’s common stock is traded on the New York
Stock Exchange under the symbol “BMM.”

(in thousands, except per share amounts, percentages and ratios)

Years Ended December 31 2001 2000 1999 1998 1997
Revenues $ 302,296 $ 354,485 $ 353,854  $ 335,138 $ 312,538
Revenue growth (14.7) % 0.2% 5.6% 7.2% 11.4%
Gross margin 25,297 53,690 48,262 37,143 68,070
Net earnings (loss)' (22,660) 14,900 7,824 (30,635) 35,721
Diluted earnings (loss) per share! (0.83) 0.54 0.28 (1.13) 1.25
Number of shares included in per share

computation 27,205 27,623 27,710 27,014 28,530
Net cash provided by operating activities $ 17,256 $ 36,637 $ 33,485 $ 26948 § 14,667
Net cash used in investing activities (13,3%1) (10,655) (13,157) (122,427) (76,867)
Net cash (used in) provided by financing

activities (4,159) (24,458) (20,041) 94,124 62,126
Capital expenditures 14,134 11,929 13,157 21,427 75,110
Total debt 142,168 145,016 168,262 189,195 74,565
Stockholders’ equity 116,511 146,798 136,422 133,257 178,752
Total debt to capitalization ratio 55% 50% 55% 59% 29%
Return on average equity (17.2)% 10.5% 5.8% (19.6)% 22.1%
Book value per share $ 433 § 536 % 498 $ 490 $ 6.43
Stock closing price at year end 2.06 4.88 4.88 6.25 16.31
Adjusted EBITDA? 21,821 57,966 49226 38,004 65,616

Vincludes non-recurring and other restructuring related charges in 2001 of $12,165 and charges in 1998 for impairment of long-lived assets ($26,700

after-tax) and acquired in-process research and development ($6,000 after-tax).

2Adjustea’ EBITDA is defined as net income plus charges for impairment of long-lived assets, acquired in-process research and development, provision for

income taxes, net interest expense and depreciation and amortization. Adjusted EBITDA, while not a GAAP measure, is presented because the Company

believes it is an indicator of its ability to incur and service debt, and its lenders, in determining compliance with financial covenants, use a similar formula.




- BUSINESS SUMMARIES ™

/  OPTICAL PRODUCTS

Optical Products, operating as Vision-Ease, offers one of the
most extensive product lines in the ophthalmic lens industry
including polycarbonate, glass and hard-resin plastic lenses.
Vision-Ease is a market and technological leader in the
design and manufacture of the world’s fastest growing lens
material — polycarbonate. Vision-Ease has established labo-
ratory capabilities in Europe to drive polycarbonate sales
into this growing market. The Company currently manufac-
tures lenses at facilities located in Ramsey, Minnesota;
Azusa, California; and Jakarta, Indonesia. The Company’s
laboratory operations are located in Ramsey, Minnesota, and

BUCKBEE-MEARS \

Buckbee-Mears, through its Mask Operations, is a leading
producer of aperture masks, a critical component of color tele-
vision and computer monitor picture tubes. The Company is a
leading supplier of masks to nearly every major picture tube
manufacturer in the world. Buckbee-Mears, through its Micro-
Technology Operations, also manufactures a variety of preci-
sion photo-etched and electroformed components that require
fine features and tight tolerances. The Company currently
operates production facilities in Cortland, New York;
Miillheim, Germany; Tatabdnya, Hungary; and St. Paul,

Minnesota.

» Retail lens customers including Afflelou, ColeNational,
Costco Wholesale, Empire Davis, Eye Care Centers of

America, LensCrafters, National Vision, Rodenstock, U.S.

< Sunwear manufacturers, including Bollé, Luxottica and

« Color television aperture masks

- Computer monitor aperture masks*

- Component parts used in the medical, electronic, telecom-
munication, automotive and filtration market segments

o Customers include Hitachi, Johnson & Johnson,
Matsushita, Medtronic, Philips, Samsung, Siemens,

Thomson and Toshiba

- A market leader in manufacturing polycarbonate lenses
A technological leader in higher value-added products such
as polarizing and progressive lenses and advanced coatings

> Growing brand equity with Tegra®, Outlook™ and SunRx®

< Largest manufacturer of fused multi-focal glass lenses

- Continuous in-line manufacturing process

< Only North American aperture mask manufacturer

- Significant participant in design of HDTV, widescreen
(16:9 format) and flat tube aperture masks

o Process excellence with a wide variety of metals, including
steel, invar, copper, nickel, tungsten and titanium

- Equipment and process design services

» IS0 9002 certified

- Consumers demanding improved lens performance driving

growth in polarizing, photochromic and progressive lenses

- Leverage polycarbonate strength and leadership position

> Grow European polycarbonate sales through retailers

< Move down distribution channel through expanded laborato-
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- Improve overall product cost position by accelerating

capacity expansion in Southeast Asia

< Consumers continue to shift to larger screen displays

- New product introductions such as HDTV, widescreen and
flat screen televisions are expected to generate future mask
profit opportunities

- Miniaturization of component parts increases volume
opportunities for a variety of markets

- Diversification efforts to focus on flexible substrates, equip-

ment and process design services and integrated products

The company has announced that it is withdrawing from this market
segment.

BMC Industries, Inc. 1




TO CUR SHAREHOLDERS
VEAR 2007 - A CHALLENGING YEAR BEHIND US
The year 2001 was a challenging one for BMC, as it was for many
companies. The slowing global economy impacted both of our businesses,
particularly the Buckbee-Mears group. We reacted to these conditions
by contracting and consolidating our manufacturing base, exiting non-
strategic lines of business and keeping operating expenses focused
on strategic initiatives — with all other spending kept to a bare min-
imum. These decisions were very difficult and affected many
people, but were necessary to protect our core strategic
business and capabilities. From this core, we believe we will
grow and rebuild our employment and revenue base over the
coming years.

Our financial results reflected the conditions we faced
and the actions described above. We ended the year 2001
with a net loss of 2 cents per share before restructuring
and deferred tax asset valuation charges (or a loss of 83
cents per share after those charges) versus earnings per
share of 54 cents in the year 2000. Our revenues con-
tracted for the year from $354 million in 2000 to $302
million in 2001 - however, sales in strategic product
segments continued to grow. While operating cash flow
of $17 million represented a decline versus the $37 mil-
lion generated in 2000, we demonstrated that even in a
difficult year this company continues to generate sub-
stantial cash flow. Moreover, we were able to invest $14
million in our businesses while reducing year-end debt by
$3 million and our average outstanding debt by $6 million

in 2001.

VISICN-ZASE = DIZEICULT
BUT PROGRESS ON STRATEGIC

[NITEATIVES

The impact of external conditions hindered the progress we had

hoped to make at Vision-Ease during the year 2001. The poly-
carbonate market in the United States, which had grown
historically at a rate in excess of 15% annually, slowed to less than
half of that in 2001, particularly in the second half. The domestic glass

market contracted at a rate that was double its historic norm - signifi-

cantly reducing the earnings and cash contribution from this non-strategic,
but financially important segment. In the SunSport business, changes in the
retail distribution system caused by consolidation significantly impacted our

major customers in this business and slowed sales in the second half of the year.

As a result of these factors, Vision-Ease sales for the year decreased 6% to $131 mil-




lion in 2001 as compared to $140 million in 2000. $4 mil-

lion of this decrease was attributable to glass, while $2

million was related to poor performance of our SunSport
business — especially in the latter half of the year. Changes
in currency also impacted our sales results, but to a much

lesser extent. Sales of our premium products declined 5%

over levels in 2000, or 4% when you exclude the SunSport

product line, which declined 20% year-over-year.

As a result of the sales contraction, unabsorbed prod-
uct costs in the second half of the year (which were exac-
erbated by a substantial slowdown in the domestic market
following the events of September) and ongoing invest-
ments in our domestic and European laboratory initia-
tives, operating earnings declined to $5.3 million (prior to
$3.2 million in restructuring-related charges) versus $11.4
million in 2000.

To react to the significant slowdown that took place in
the second half of the year, the Vision-Ease team is cur-
rently in the process of closing our Azusa, California,
polycarbonate operation and merging Azusa’s manufactur-
ing capacity into our Ramsey, Minnesota, and Jakarta,
Indonesia, facilities. This action not only reduces our fixed
overhead cost base going forward, but also gives us an
opportunity for a substantial reduction in product costs.

Despite what the financial performance would other-
wise indicate, there was significant progress made at Vision-
Ease over the course of the year in the following areas:

- Jakarta Polycarbonate — QOur Jakarta operation
increased yields and ramped up to significant volumes
in polycarbonate commodity products. This allowed us
to move forward with our decision to transfer a sub-
stantial portion of the Azusa production info our Jakarta
facility in 2002.

o Streamlined Distribution — Over the first half of the
year, we reduced our domestic distribution locations
from six to two.

- European Operations Infrastructure and Sales Growth
— Our European operations experienced polycarbonate
sales growth of over 30% and our French laboratory
production volume increased roughly 50%.

« ‘Domestic Laboratory Infrastructure — By the fourth
quarter, we began to ramp up our domestic polycarbon-

ate laboratory business.

- SunRx Growth/ Intellectual

Property — Our polarizing prescription lens business

Polarizing Product

grew by 16% and, in December, the Company received
a benchmark process patent that further strengthens our
patent position in this product category.

The Vision-Ease team enters the year 2002 with the

" same core strategic initiatives that have driven this busi-

ness for the last five years:

- Converting domestic and international markets to poly-
carbonate;

- Moving down the distribution channel to drive this con-
version; and

- Leveraging core technologies to diversify into new
products.

We believe that domestic polycarbonate growth has
slowed in part as a consequence of the deceleration of
polycarbonate’s rapid share growth with North American
retailers. To counter this, we are working closely with our
retail partners to continue the conversion to polycarbonate
by deploying new products and technology such as polar-
izing products.

In the independent (optician, optometrist, ophthal-
mologist) segment, polycarbonate enjoys a far lower per-
centage share. We are devoting significant resources and
efforts directly and through partner laboratories to drive
conversion. In the year 2001, we established a domestic
operational infrastructure to process and distribute poly-
carbonate Ienses at the laboratory level, and we are begin-
ning to see significant growth resulting from these efforts
in the first quarter of 2002.

While the U.S. market slowed in 2001, growth in
polycarbonate in Europe continued at a rate of 17%. We
expect to continue to participate in this growth by the sale
of lenses and laboratory services to key distributor, OEM
and retail partners.

In Latin America, the growth of polycarbonate in the
year 2001 was 14%. Our market share in Latin America is
less than it is in the United States or Europe. We will be
investing in the distribution infrastructure in this market-
place over the course of 2002 and expect significant
growth in this geographic segment in the coming years.

In support of both our laboratory and our international

sales efforts, we continue to develop finished lens products

BMC Industries, Inc.
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that will allow us to displace traditional processing for a
significant number of prescriptions. Products of this type
will be substituted in our laboratory during the year 2002.

We have built a patent portfolio around our polarizing
and other film-based products, which allows us to protect
our product and technology position and offers the oppor-
tunity to secure additional revenue sources. As noted
above, a very important patent was issued to the Company
in December 2001. Our family of film products will be
expanded to include a photochromic (variable tint) lens
that will be offered in the third quarter of 2002.

As a result of the plant consolidations described
above, which should be completed in the first half of
2002, we expect a substantial reduction in our polycar-
bonate product costs during 2002. We expect yield,
automation and productivity efforts to further reduce
polycarbonate product cost over the course of the year.

In summary, we continue to be optimistic about the
opportunities available to Vision-Ease. We have taken
steps to address our product cost and fixed overhead
structure in the event that soft conditions continue in the
industry. However, we believe and expect that polycar-
bonate growth will resume at historic rates in the U.S.
market and that we will see significant revenue growth
driven by our domestic laboratory efforts and our initia-

tives in overseas markets.

BUCK3EE-MZIARS GROU? - SEVERS
CONDITIONS AND QUICK RESPONSE
While most businesses felt the effect of a generally slow-
ing economy, the Buckbee-Mears group was particularly
hard hit by conditions in the personal computer and U.S.
television industries. As has been widely covered, the per-
sonal computer demand worldwide declined by 5% in
2001, representing the first year in history that demand for
personal computers contracted. When factoring the
growth of laptops and liquid crystal desktop monitors,
coupled with high inventory levels throughout the supply
chain at the beginning of 2001, industry demand for com-
puter monitor masks decreased by 30% year-over-year.
These conditions, combined with an already existing

excess supply condition, caused computer monitor mask

pricing to decline in excess of 25% in 2001 to the point

where prices approached cash costs. These
conditions also prompted our announcement
in February 2002 to exit this segment in
the first half of the year.
In last year’s annual report, 1
noted that the U.S. television market
had been growing consistently for
more than 30 years — in the year
2001, the U.S. direct-view TV
market contracted by 12%. As a
consequence of these condi-
tions and its impact on the
worldwide market, BMC was
forced to shut down the TV
mask line that had been
restarted in Cortland in
2001.
The Micro-Technology
segment (which represents
all non-mask products)
was similarly impacted
by external conditions —
particularly in select seg-
ments like semiconductor
equipment components.
The sales base in this busi-
ness contracted by 34% in
2001 despite the fact that
new product sales of $2 mil-
lion were generated over the
course of the year.
The combination of these
factors resulted in the contrac-
tion of the Buckbee-Mears
group’s revenues from $215 mil-
lion in 2000 to $171 million in
2001. Operating earnings (exclud-
ing restructuring expenses) dropped
64% as a result of the revenue contrac-
tion, the pricing pressures previously
described, and operating inefficiencies and
under-absorption resulting in lower overall

production levels.




Faced with conditions even more severe
than those encountered during the Asian cri-
sis of 1997-1998, the Buckbee-Mears
team is taking swift but difficult actions
to align its manufacturing and expense
structure with current business lev-
els. Actions taken included: exiting
the computer monitor mask busi-
ness and closing two related pro-
duction lines (one each in
Cortland, New York, and
Miillheim, Germany); closing
a television mask line in
Cortland; the closure or sale
of the St. Paul Micro-
Technology operations; and
significant additional head-
count and expense reduc-
tions. These actions result-
ed in restructuring charges
of $9 million at year-end,
of which $3 million relat-
ed to severance and other
cash costs.
In spite of this envi-
ronment, the Buckbee-
Mears team accomplished
a great deal during the year
including:
High-end Jumbo Sales
— High-end jumbo invar prod-
uct sales increased over the
course of the year by 5%, while
the Company expanded its port-
folio of advanced TV mask prod-
ucts and added capacity for jumbo
advanced TV products in Cortland.
> Mask Product Cost — Mask prod-
uct costs were significantly reduced
due to increased yields and the expand-
ed use of automation.
- Micro-Technology Sales — Produced

new product sales of $2 million over the course

of the year (as noted) and significant progress was made
in moving the Cordis stent development project to com-
mercialization (which is expected in late 2002).

« Cash Flow Generation — The business produced sub-
stantial pre-tax cash flow totaling $17.5 million for the
full year excluding restructuring charges.

While sales diversification efforts in the Buckbee-
Mears group have been underway in earnest for some
time, the dramatic changes in the mask business have
forced a new perspective. We have dramatically reallocat-
ed resources to our new business development efforts.
Furthermore, our consolidation of operating activities in
Cortland and Miillheim allows us to leverage those teams
in a way we have not done before for diversification pur-
poses. We have drawn upon this combined talent pool to
create dedicated teams focused on each of three segments:
o« Flexible Substrates — This segment includes traditional

Micro-Technology metal products and new products to
be purchased in other substrates. Targeted markets
include components for medical devices, automotive
and electronics applications.

- Equipment and Process Design Services — For over 25
years we have designed and produced equipment for
our own use and the use of our mask licensees. We are
now offering these products and services to third parties
with a focus on automatic inspection, complex process
integration and chemical processing.

« Integrated Products — We have begun to market our
ability to offer more finished components or assemblies
created by incorporating metal or flexible substrate ele-
ments in combination with other value-added capabili-
ties we have offered historically (directly or by sub-con-
tract) including plating, forming, laminating, injection
molding, assembly and a variety of services beyond
etched components.

Also, as a result of our exiting the computer monitor
mask business, we will be marketing the capabilities of
the Buckbee-Mears Hungary team to perform clean room
inspection, assembly and other related services.

Because of the early stage of these efforts, we expect
limited incremental revenue (in the range of $2-4 mil-
lion) in 2002. While this is a modest amount, as a percent

of total Micro-Technology sales, it represents a substan-

BMC Industries, Inc.
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tial increase. Qur effort in the coming years will be to
transfer our unique capabilities to products that will sup-
plant our core mask business.

Throughout 2002, the focus in the mask business will
be on exiting the computer monitor mask business and
growing our volume and share of advanced TV masks.
While we expect the U.S. TV market to contract slightly
in 2002 (although at a lower rate than 2001), we believe
the jumbo and advanced mask markets will continue to
grow in both Europe and the United States. We believe
direct-view high-definition televisions (“HDTVs”) will
drop in price in the next year and beyond and that they
will assume their historic discount price relationship to
projection TVs. We also expect the expanded availability
of software will continue to drive demand for TVs offer-
ing the high-quality HDTV picture. Also in 2002, despite
the disruptions expected by the restructuring efforts
described above, we expect to experience continued TV
mask cost reduction driven in large part by the expanded
use of automation.

In summary, with the mask business continuing to
provide a substantial cash generating foundation, we are
pursuing multiple paths to secure and create new revenue
and earnings streams. In doing so, we believe we have a

broad spectrum and high caliber of capabilities to leverage.

PMC COMPANY QUTLOOXK

Beyond the strategic initiatives described above,
a critical undertaking for the entire Company is to sub-
stantially reduce our debt burden by the end of 2002. To
do so, we have specific working capital reduction plans
underway in both businesses. In addition, we have a num-

ber of extraordinary asset sale efforts underway for

BMC indusiries, Inc,

segments of the business that have been deemed non-
strategic or for assets that have been rendered idle by our
restructuring efforts.

Over the course of the past year, we have made orga-
nizational changes aligned with the strategies described
above, and we have been fortunate to add outstanding new
people to our team in key positions. Our team has evolved
with the challenges we have encountered and I would like
to acknowledge the dedication, commitment and resilien-

cy of all members of that team.

TRANSIVIONS

As of December 31, 2001, James M. Ramich retired from
the BMC Board of Directors after three years of distin-
guished service. During his tenure, Jim has challenged
management, openly shared his extensive experience, and
his strategies represented the interests of the shareholders.

We will miss his valuable contributions.

CONCLUSION

We understand that it has not been easy to be a BMC
shareholder in the recent past. Please rest assured that we
are endeavoring in all possible ways to reward your

patience and put this Company back on a growth path.

Sincerely,

%pﬁm

Paul B. Burke

Chairman and Chief Executive Officer




HISTORICAL FINANCIAL SUMMARY

(in thousands, except per share amounts, percentages and ratios)

Years Ended December 31 2001 2000 1999 1998 1997
SUMMARY OF OPERATIONS
Revenues $ 302,296 $ 354,485 $ 353,854 $ 335,138 $ 312,538
Cost of products sold 276,999 300,795 305,592 297,995 244,468
Gross margin 25,297 53,690 48,262 37,143 68,070
Selling and administrative expenses 21,948 22,552 23,352 20,675 16,012
Non-recurring charges 6,218 — — — —
Impairment of long-lived assets — — — 42,800 —
Acquired in-process research and

development —_ — — 9,500 —
Earnings (loss) before interest, other income

and income taxes (2,869) 31,138 24,910 (35,832) 52,058
Interest expense, net (11,244) (12,833) (13,099) (13,374) (1,065)
Other income 883 2,838 1,036 522 209
Earnings (loss) before income taxes (13,230) 21,143 12,847 (48,684) 51,202
Income tax (expense) benefit (9,370) (6,243) (5,023) 18,049 (15,481)
Net earnings (loss) $ 22,600) $ 14900 $ 7,824 % (30,635 $ 35,721
EARNINGS (LOSS) PER SHARE

Basic $ (@83 3 0.54 $ 0.29 $ 113 s 1.30

Diluted (0.83) 0.54 0.28 (1.13) 1.25
NUMBER OF SHARES INCLURED IN
PER SHARE COMPUTATION

Basic 27,245 27,396 27,299 27,014 27,583

Diluted 27,205 27,623 27,710 27,014 28,530
CASH FLOW
Cash dividends declared per share $ 0.0475 $ 006 % 006 % 0.06 § 0.06
Depreciation and amortization expense 23,807 23,990 23,280 21,014 13,349
Net cash provided by operating activities 17,256 36,637 33,485 26,948 14,667
Capital expenditures 14,134 11,929 13,157 21,427 75,110
FINANCIAL POSITION
Working capital $ 70,253 $§ 95322 $ 88,833 S 94971 $ 74914
Property, plant and equipment, net 131,541 139,499 151,238 162,594 182,382
Total assets 331,746 373,804 383,553 399,465 319,407
Total debt 142,168 145,016 168,262 189,195 74,565
Stockholders’ equity 116,511 146,798 136,422 133,257 178,752
STATISTICS AND RATIOS
Current ratio 2.3 2.5 2.5 2.7 2.6
Total debt to equity ratio 1.2 1.0 1.2 1.4 0.4

Earnings (loss) before interest, other

income and income taxes, as a

percentage of revenue (0.9 % 8.8% 7.0% (10.7)% 16.7%
Return on average equity (17.2) % 10.5% 5.8% (19.6)% 22.1%
Book value per share $ 433 % 536 % 498 % 490 % 6.43

BMC Indusfries, Inc. 7




SHAREHOLDER INFORMATION

NYSE L:STING

The common shares of BMC Industries, Inc. are traded on
the New York Stock Exchange under the symbol BMM.

ANNUAL MEETING

The annual meeting of stockholders will be held at 10:00
a.m. on Thursday, May 9, 2002, at the Holiday Inn Select
International Hotel, Three Appletree Square (34th Avenue
South & Interstate 494), Bloomington, Minnesota.
Meeting notices and proxy materials were mailed to all
stockholders of record as of March 18, 2002.

STOCKFHOLDERS REQUESTS FOR
INFORMATION

Requests to transfer the Company’s shares should
be addressed to the Company’s transfer agent and
registrar:

Wells Fargo Bank Minnesota, N.A.

Shareowner Services

P.O. Box 738

161 N. Concord Exchange

South St. Paul, Minnesota 55075-0738
Telephone (800) 468-9716

Fax (651) 450-4078

For information regarding BMC Industries, please

write to:

BMC Industries, Inc.

Investor Relations Department

One Meridian Crossings, Suite 850

Minneapolis, Minnesota 55423

In addition, the Company’s annual report on Form 10-K
and similar reports can be accessed through the
Company’s Web site at www.bmcind.com.

AUDRITORS
Ernst & Young LLP
Minneapolis, Minnesota

CORPORATE HEADQUARVERS
BMC Industries, Inc.

One Meridian Crossings, Suite 850
Minneapolis, Minnesota 55423
Telephone (952) 851-6000

Fax (952) 851-6050

8 BMC industiies, inc.

CORPORATE INFORMATION

30ARD OF DIRECTYORS

Paul B. Burke

Chairman of the Board and Chief Executive Officer of
BMC Industries, Inc.

John W. Castro '*
President and Chief Executive Officer of Merrill
Corporation

Joe E. Davis '?
Former President and Chief Executive Officer of
National Health Enterprises, Inc.

H. Ted Davis >
Dean, Institute of Technology, University of Minnesota

Harry A. Hammerly '
Former Executive Vice President and Director of 3M
Company

1 Audit Committee
2 Compensation Committee
3 Finance Committee

4 Corporate Governance Committee

CORPORATE OFFICERS
Paul B. Burke
Chairman of the Board and Chief Executive Officer

Curtis E. Petersen
Senior Vice President and Chief Financial Officer

Jon A. Dobson
Vice President, General Counsel and Secretary

Bradley D. Carlson
Treasurer




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark one)
[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2001
OR

[1] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File No.: 1-8467

BMC INDUSTRIES, INC.
(Exact name of registrant as specified in its charter)
Minnesota 41-0169210
(State or other jurisdiction of incorporation or organization) (1R.S. Employer Identification No.)
One Meridian Crossings, Suite 850, Minneapolis, MN 55423
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (952) 851-6000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Steck New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act:
None
(Title of class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports) and (2) has been subject to such filing requirements for the past 90 days.

Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part I11 of this Form 10-K or any amendment to this Form 10-K. [ ]

The aggregate market value of the registrant’s common stock (its only voting stock) held by non-affiliates of the
registrant, based on the closing sales price for the registrant’s common stock as reported on the New York Stock
Exchange on March 18, 2002, was approximately $44.5 million. As of March 18, 2002, there were 27,035,325
shares of common stock of the registrant outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Part I1I of this report on Form 10-K incorporates by reference information, to the extent specific sections are referred
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PART I

Certain statements contained in this report are forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act
of 1934, as amended, and are subject to the Safe Harbor provisions created by the statutes. These
statements relate to our current views with respect to non-historical information and include, without
limitation, any statement that may predict, forecast, indicate or imply future results, performance or
achievements. These statements are not guarantees of future performance and are subject to certain risks
and uncertainties - such as those discussed in the section entitled “Factors That May Affect Future
Results” below - that could cause, and in certain instances have caused, actual results to differ materially
from those expressed or forecasted. You should not rely on these forward-looking statements, which
reflect only our opinion as of the date of this 10-K. These factors should not be considered an exhaustive
list. We do not undertake the responsibility to update any forward-looking statement that may be made
from time to time by us or on our behalf.

Ttem 1. Business

(a) General Development of Business.

LR 11

BMC Industries, Inc., a Minnesota corporation (“BMC,” “we,” “our” or “us”), is a multinational
manufacturer and distributor of a variety of products in two reportable segments: Buckbee-Mears and
Optical Products, which operates under the Vision-Ease trade name. Buckbee-Mears is comprised of
Mask Operations and Micro-Technology Operations. Mask Operations produces aperture masks, which
are critical components of color television and computer monitor picture tubes. Micro-Technology
Operations, formerly Buckbee-Mears St. Paul or “BMSP”, is the leading producer of precision photo-
etched metal and electroformed components. Micro-Technology Operations produces a variety of
component parts used in the medical, electronic, telecommunication, automotive and filtration market
segments. We changed the name of BMSP to Micro-Technology Operations in March 2001 to reflect the
broad capabilities resident in this operation’s core technology. In response to difficult economic
conditions and industry changes during 2001 and continuing into 2002, Buckbee-Mears has undertaken
efforts to consolidate its operations and reduce costs to align its operation with the market. In furtherance
of this effort, Mask Operations began to exit the computer monitor segment of the mask market in late
2001 and intends to completely exit this segment by the end of 2002. Micro-Technology Operations is
continuing in 2002 to reduce operating expenses as a result of particularly difficult economic conditions
that have affected its business. We are pursuing various options available to maximize the value of
Micro-Technology Operations, including efforts underway to sell portions of the business and consolidate
portions of the St. Paul, Minnesota operations into the Mask Operations facilities in Cortland, New York
and Millheim, Germany.

Optical Products designs, manufactures and distributes polycarbonate, glass and hard-resin plastic
eyeglass lenses under the trade name of “Vision-Ease.” Similar to the actions taken by Buckbee-Mears,
| Optical Products continues into 2002 to implement efforts begun in 2001 to reduce its cost structure,
. consolidate its operations and focus its resources on higher margin, value-added products. In January
| 2002, Optical Products sold its Optifacts division, a developer and distributor of software used in the
optical products industry, to Essilor of America, Inc. In February 2002, Optical Products announced the
closing of its Azusa, California polycarbonate manufacturing facility and the transfer of production to
Vision-Ease’s existing facilities in Jakarta, Indonesia and Ramsey, Minnesota.

(b) Financial Information About Industry Segments.

Financial information about our operating segments for the three most recent fiscal years appear on pages
41-42.




(c) Narrative Description of Business.

Buckbee-Mears

Products and Marketing. Buckbee-Mears has manufacturing operations in Cortland, New York,
Miillheim, Germany and St. Paul, Minnesota, all of which are ISO 9002 certified, which is a critical
prerequisite to supplying a broad base of customers. Mask Operations manufactures aperture masks at the
Cortland and Miillheim facilities and operates a low-cost mask inspection facility in Tatabanya, Hungary.
The St. Paul facility is primarily dedicated to Micro-Technology Operations for research and development
activities and small batch or specialty manufacturing, including precision photo-etched metal parts,
specialty printed circuits, precision electroformed components and precision etched and filled glass
products. Micro-Technology Operations also has production operations in Cortland and Miillheim.

Two customers of Buckbee-Mears each accounted for more than 10% of our total consolidated revenues
for 2001. Thomson, S.A. of France, including its U.S. based operations, accounted for approximately
16% of our 2001 consolidated revenues. Samsung Display Co., Ltd., of South Korea accounted for
approximately 14% of our 2001 consolidated revenues. Thomson produces televisions in North America
and Europe under various trademarks, including RCA and GE. Samsung produces televisions in the
Americas, Europe and Asia and computer monitors in South American and Asia under the Samsung trade
name.

Aperture masks are photo-chemically etched fine screen grids found in color television and computer
monitor picture tubes and consist of thousands of precise, conically shaped holes designed to focus the
electron beam on the proper phosphor color stripe to produce a crisp image. Aperture masks are made
from steel or invar, a nickel and iron alloy, and range in size from 6-inch to 40-inch diagonal dimensions.
We manufacture aperture masks ranging from 14-inch to 36-inch diagonal dimensions. Our facilities
employ an automated continuous photochemical etching process that we originally developed. We sell
aperture masks directly to color television and computer monitor tube manufacturers in North America,
Europe, India and Asia through an in-house sales organization. Sales of aperture masks comprised 52%,
55% and 55% of our consolidated total revenues in 2001, 2000 and 1999, respectively.

Mask Operations is engaged in ongoing efforts to develop future manufacturing and technical expertise in
a variety of new mask products, including high definition television (“HDTV”), multimedia, widescreen
(16 x 9) and pure flat mask products. We have made significant process capability gains on advanced
mask products, particularly in entertainment masks, with success in qualifying masks in the flat,
widescreen and HDTV categories.

Micro-Technology Operations manufactures a variety of precision photo-etched metal and electroformed
components. We sell these components through both an in-house sales organization and independent
manufacturer representatives to customers in the medical, electronics, automotive, telecommunications
and filtration market segments. Micro-Technology Operations’ products inciude switch contacts, ignition
components, medical device components, reusable filtration devices and precision sorting sieves. Over
the past few years, Micro-Technology Operations has pursued a strategy of leveraging its high-volume
precision technologies and production capabilities to attract large end-product manufacturers for joint
research and product development projects. These efforts have resulted in the development of new
technology and new customers with significant potential future revenue opportunities. In March 2001,
Buckbee-Mears signed separate agreements with Visteon Corporation and Cordis Corporation, a wholly-
owned unit of Johnson & Johnson, which grant to BMC technology rights and/or production opportunities
in the circuit board and implantable stent markets. The underlying technology of these agreements has
broad potential applications and we have ongoing efforts to market this technology. These efforts,
however, have been hampered by weak economic conditions that continue into 2002.




During 2001, Mask Operations experienced a decline in demand for entertainment masks, particularly
medium and large-sized television masks. Medium and large size mask sales declined 43% year-over-
year, resulting from a mix shift in Europe from large to jumbo-sized masks, an overall weak NAFTA
market and a comparison to prior year sales made difficult due to particularly strong fourth quarter 2000
sales enhanced by the sale of masks to a customer in China. Sales of jumbo-sized masks (those 30” and
larger) increased 14% in the fourth quarter of 2001 as compared to the same period in 2000.

During portions of the third and fourth quarters of 2001, Buckbee-Mears temporarily shut down aperture
mask production lines at its Cortland manufacturing facility. We timed these shutdowns to occur in
conjunction with previously scheduled maintenance shutdowns to minimize the impact to empioyees and
operations. In 2002, Mask Operations intends to exit the computer monitor segment of the aperture mask
business and focus its operations on development and production of more profitable entertainment mask
products.

i

Raw Materials. Buckbee-Mears procures raw materials from multiple suppliers. Steel and invar are the
main raw materials used by Buckbee-Mears. Our Cortland facility imports all of its steel and invar
requirements from suppliers in Japan and Germany. Our Miillheim facility obtains a majority of its steel
and invar raw material from a supplier within Germany and the remaining portion from a vendor in Japan.
Importation of steel into the United States is subject to certain restrictions imposed by U.S. federal trade
legislation and regulations. In addition, steel imports are the subject of occasional domestic trade disputes
and investigations that have resulted in the imposition of tariffs by the U.S. federal government. We have
successfully obtained exclusions from these tariffs to date, most recently as March 2002, based on our
inability to source aperture mask steel in the U.S. We do not anticipate difficulty in obtaining steel or any
other raw materials. Our inability to obtain these materials, however, would have a material adverse
effect on production and results of operations.

Intellectual Property. We have a number of patents and license rights that are important to the success of
our Buckbee-Mears operations. These patents range in their expiration dates from 2002 to 2018. We
believe that the loss of any single patent would not have a material adverse effect on our business as a
whole. We believe that improvement of existing products and processes and a reliance on trade secrets
and unpatented proprietary know-how are as important as patent protection in establishing and
maintaining our competitive position. At the same time, we continue to seek patent protection for our
products and processes on a selective basis. There can be no assurance, however, that any issued patents
will provide substantial protection or commercial value. We require our consultants and employees to
agree in writing to maintain the confidentiality of our information and, within certain limits, to assign to
us any inventions, and any patent or other intellectual property rights, relating to our business. In
addition, we have an Intellectual Property program that enhances our ability to identify and protect
intellectual property from the development stage through the life of our products and processes.

Seasonality. Buckbee-Mears’ revenues and earnings are generally lower in the first and third quarters due
to maintenance shutdowns at the Cortland and Miillheim facilities. The seasonality of end product in this
} business segment, televisions and computer monitors, also affects our annual earnings pattern.

Competition. The precision etched metal and electroformed parts business is intensely competitive, with
no one competitor dominating the market. We are one of five independent mask manufacturers in the
world and the only independent mask manufacturer with production facilities in the United States. OCur
primary mask competitors operate in Japan and Korea. In addition, several color picture tube
manufacturers operate captive mask production facilities and two state directed ventures operate in China.
Independent mask manufacturers supply approximately 86% of the global mask market, with BMC
among the largest at an estimated 16% of the combined television and monitor mask market share. We
supplied approximately 18% of the worldwide demand for television masks and 8% of the demand for
monitor masks in 2001. Our customer, Philips Components B.V., announced in November 2000 that it
was merging with one of Buckbee-Mears’ independent competitors, LG. Electronics of South Korea. If
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completed, this transaction will result in vertical integration of LG’s mask production into a captive
supply arrangement with Philips’ operations.

In addition to competition from other mask manufacturers, Mask Operations competes against rival
technologies such as LCD monitors, plasma displays and projection televisions. LCD monitors accounted
for 16% of total monitors in 2001, up from 5% in 2000, and laptops grew to 20% of PC’s purchased from
18% in 2000, both reducing the need for CRT tubes. Sales of projection televisions in the U.S. have
grown over the last year due to rapidly dropping prices, contributing in the decline in sales of jumbo CRT
televisions. Further, many consumers identify HDTV with projection televisions, further contributing to
the growth in sales of projection televisions. Nevertheless, rival product technologies such as plasma and
LCD are still very expensive compared to CRT technology and therefore we believe they are not a
practical substitute to CRT technology for much of the global consumer monitor market.

Many producers compete in the market for precision photo-etched and electroformed metal parts that are
produced by Micro-Technology Operations, including some that also manufacture aperture masks. There
is no clear market share leader in this fragmented industry. We compete principally on the basis of price,
product quality and product availability. We also attempt to build preferred supplier and research and
development arrangements with customers to best meet their current and new product requirements. In
order to pursue new products and technology while maintaining competitive on existing products, we
engage in ongoing cost reduction measures, including the development of automated processes.

Backlog. As of December 31, 2001, the firm backiog of Buckbee-Mears sales orders was $14.9 million,
compared with $19.7 million as of December 31, 2000. We expect that all of the December 31, 2001
backiog orders will be filled within the current fiscal year.

Employees. As of March 18, 2002, Buckbee-Mears had approximately 1,237 employees in the United
States and Europe. The majority of U.S. employees are not represented by labor unions. In compliance
with local laws, production employees in Europe are represented by labor unions. Labor relations
generally are considered to be good and there have been no significant labor disputes in the past ten years.

Optical Products

Products and Marketing. Optical Products, operating under the Vision-Ease trade name, designs,
manufactures and distributes a full line of eyeglass lenses. The group is headquartered in Brooklyn Park,
Minnesota and operates production facilities in Azusa, California; Ramsey, Minnesota; and Jakarta,
Indonesia. Vision-Ease also has polycarbonate laboratory operations in the U.S. and Europe and five
distribution centers in the U.S., Canada and England. Optical Products announced early in 2002 a
significant consolidation of operations, including the closure during the year of our manufacturing facitity
in Azusa and the consolidation of its headquarters with BMC’s corporate office space in Minneapolis.
The process of transferring polycarbonate lens production from the Azusa facility to our facilities in
Ramsey and Jakarta is underway:,

Vision-Ease manufactures lenses in two principal materials, polycarbonate and glass, and sources hard-
resin plastic lenses. Within each of these lens materials, we offer single-vision lenses, which have a
constant corrective power at all points; multi-focal lenses, which have two or more distinct areas of
different corrective power; progressive lenses, which are a type of multi-focal lens with a continuous
gradient of different corrective power without the line or “jump” generally associated with other multi-
focal lenses; and prescription and non-prescription lenses that are used primarily for sunwear. We also
produce lenses with value-added features such as anti-reflective and scratch-resistant coatings to meet
increasing demand for value-added products.




We sell semi-finished lenses to wholesale optical laboratories or retail outlets with on-site laboratories,
which then finish the lens by grinding and polishing the inside surface of the lens according to the
prescription provided by the optometrist or ophthaimologist. After processing, the lens is edged and
inserted into a frame by either the wholesale laboratory or a retail optical dispenser. We sell finished
single-vision lenses to wholesale laboratories and retail outlets. These finished lenses are ready to be
edged and inserted into frames without laboratory surfacing. We also sell semi-finished and finished
lenses to OEM customers. We sell prescription and non-prescription polarizing lenses to manufacturers
of sunglasses as well as our wholesale and retail customer base. Vision-Ease generally sells its products
to wholesale laboratories through independent sales representatives and to retail outlets through an in-
house sales staff.

Vision-Ease has pursued a core strategy of converting domestic and international ophthalmic markets to
polycarbonate and is a technological leader in the design and manufacture of polycarbonate lenses.
Although domestic polycarbonate lens sales contracted slightly in 2001, sales during 2001 in Europe grew
by double digits and it continues to be the world’s fastest growing lens material, with sales growth in
North America of approximately 15% annually for the prior 15 years.

In early 2000, the Optical Products group established a lens laboratory network in Europe to pursue
growth of polycarbonate in that market. This network is made up of administration/customer service in
Miillheim, Germany and a processing facility in Brou, France. The Brou laboratory specializes in
grinding, edging and applying anti-reflective coatings to polycarbonate lenses for sale in the European
market. Over the course of 2000 and 2001, we qualified our polycarbonate products and laboratory
processing capabilities with a broad cross-section of retailers in Europe. We began similar efforts in the
U.S. during 2001 through the establishment of operations to process and distribute polycarbonate lenses
at the laboratory level.

We continue to experience diminishing sales of lenses made from glass as the lens market continues to
move toward polycarbonate and hard-resin plastic lenses. We produce semi-finished glass multi-focal
and finished and semi-finished single-vision glass lenses at our Jakarta facility. In 2001, we transferred
the production of specialty glass lens products from our former St. Cloud, Minnesota production facility
to the Jakarta facility. We complete our product offerings through sourcing of hard-resin plastic lenses
from a low cost manufacturer in Southeast Asia. This sourcing arrangement allows Vision-Ease to focus
manufacturing capabilities on higher-margin products while offering a complete line of lens products at
cost competitive prices.

In January 2002, Optical Products completed the sale of its Optifacts division to Essilor of American, Inc.
of Dallas, Texas. Optifacts is a developer and distributor of software used in the ophthalmic lens
industry, including lab management software used by a number of retail and wholesale optical
laboratories. In connection with the sale of Optifacts, Vision-Ease retained rights to license Optifacts
software for laboratory operations and other internal purposes. We used the proceeds of the Optifacts sale
to repay debt.

Intellectual Property. Vision-Ease holds several patents protecting certain products and manufacturing
processes. These patents have expiration dates ranging from 2002 to 2019. Vision-Ease has built a
strong patent position in certain product categories, including polycarbonate polarizing and photochromic
lenses and production processes. We believe the loss of any single patent would not have a material
adverse effect on our business as a whole. We believe that improvement of existing products and
processes, the development of new lens products and a reliance on trade secrets and unpatented
proprietary know-how are as important as patent protection in establishing and maintaining our
competitive position. At the same time, we continue to seek patent protection for our products and
processes on a selective basis. There can be no assurance, however, that any issued patents will provide
substantial protection or commercial value. We require our consultants and employees to agree in writing
to maintain the confidentiality of our information and, within certain limits, to assign to us any inventions,
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and any patent or other intellectual property rights, relating to our business. We own several trademarks,
including SunRx®, Tegra®, Diamonex®, Vivid™, Cutlook™, Continua™ and SunSport®. As part of
our marketing strategy to build sales of branded products, we have increased our use of trademarks during
the past few years. Although there are no assurances as to the strength or scope of our trademarks, we
believe that these trademarks have been and will be useful in developing and protecting market
recognition for our products. In addition, we have an Inteliectual Property program that enhances our
ability to identify and protect intellectual property from the development stage through the life of our

products and processes. '

The Optical Products group dedicates the significant portion of its process and product research and
development resources in polycarbonate lens and higher margin, value-added product development.
These investments resulted in the achievement of a significant milestone in December 2001 with the
issuance of U.S. Patent No. 6,328,446 covering technology inclusive of our proprietary polarizing product
as well as our proprietary photochromic polycarbonate lenses, which are scheduled for availability in the
third quarter of 2002. This patent covers technological advances in the design and manufacture of
premium polycarbonate sunwear. This patent adds to a growing intellectual property portfolio and
represents our commitment to leading the industry in the development of premium polycarbonate
products and related film technologies. We intend to continue making significant investments in product
and process design and development for all lens materials as well as leverage our core technologies to
diversify into new and non-optical products.

Competition. The ophthalmic lens industry is highly competitive. We compete principally on the basis of
product offerings, pricing, product quality and customer service. Vision-Ease is the third largest
ophthalmic lens manufacturer and distributor in North America, with a substantially smaller share of the
global lens market. Our largest competitors are Essilor International and Sola International Inc., who
have a combined share of approximately 70% of the ophthalmic lens sales in North America and 50% of
the world-wide lens market. Many of our competitors, particularly Essilor and Sola, have greater
financial resources than Vision-Ease with which to fund research, development and capital expenditures.
These competitors also own and operate a substantial number of domestic vertically integrated wholesale
laboratories.

In addition to direct competition with other manufacturers of eyeglass lenses, we compete indirectly with
manufacturers of contact lenses and providers of medical procedures for the correction of visual
impairment. Contact lenses are not, however, perfect substitutes for lenses because of the difficulty of
developing progressive or bifocal contact lenses for presbyopia. In addition, contact lens wearers also
tend to own eyeglasses or sunwear. A number of companies have developed, or are developing, surgical
equipment or implants used to correct refractive error, including myopia, hyperopia and astigmatism.
These procedures are ineffective at correcting presbyopia, which affects the vast majority of people above
the age of 45, and is a major cause of demand for Vision-Ease’s progressive and other multi-focal lenses.
There can be no assurance, however, that current medical procedures, or ones developed in the future,
will not materially impact demand for our lenses.

Raw Materials. Vision-Ease procures raw materials from multipie suppliers. There are multiple domestic
and foreign sources of polycarbonate resin. We obtain hard-resin plastic lenses from a single source in
Southeast Asia. In addition, we source film used in the production of polarizing lenses from a single
source in Japan. The importation of raw materials and products into and out of foreign territories is
subject to certain trade restrictions imposed by foreign and United States trade regulations that could
result in the disruption of supply. Although we do not anticipate any disruption to our supply of raw
materials or lenses produced or sourced outside the U.S., the inability to obtain these supplies could have
a material adverse effect on Vision-Ease’s results of operations.




Backlog and Inventory. Due to the importance in the ophthalmic lens industry of rapid turnaround time
from order to shipment, the backlog of sales orders is not material. We maintain a significant amount of
inventory, however, in order to satisfy the rapid response time and complete product offerings in glass,
hard resin plastic and polycarbonate demanded by our customers.

Seasonality. Earnings are generally lower in the first quarter due to the seasonality of eyewear, the end
product of our lenses.

Employees. As of March 18, 2002, Vision-Ease had approximately 1,637 employees in the United States,
Europe and Indonesia. None of the employees in the United States are represented by labor unions. In
compliance with local laws, production employees in Europe and Indonesia are represented by labor
unions. Labor relations are considered to be good at all operations and there have been no significant
labor disputes in this group’s history of operations.

Environmental

As part of our manufacturing processes in both Buckbee-Mears and Optical Products, we use hazardous
chemical substances that must be handled in accordance with federal, state, local and foreign
environmental and safety laws and regulations. These processes also generate wastewater and wastes,
some of which are classified as hazardous under applicable environmental laws and regulations. The
wastewater is treated using on-site wastewater treatment systems. We employ systems for either
disposing of wastes in accordance with applicable laws or regulations or recycling the chemicals we use
through the manufacturing process. Environmental and other government agencies monitor the wastes
and the wastewater treatment systems to ensure compliance with applicable standards. Although we
attempt to operate within all applicable laws and follow sound environmental procedures, environmental
regulations place responsibility for waste on the generator even after proper disposal. There can be no
assurance, therefore, that we will not incur future liability for waste disposal despite our best efforts. As
of March 18, 2002, we were involved in a total of eight (8) environmental investigations and/or remedial
actions in which final settlement had not been reached, of which one (1) relates to a discontinued
operation, five (5) relate to Buckbee-Mears operations and two (2) relate to Optical Products operations.

To the extent possible with the amount of information available at this time, we have evaluated our
responsibility for costs and related liability with respect to these investigations/remedial actions, have
recorded accruals for our estimated liability in accordance with generally accepted accounting principles,
and are of the opinion that our liability with respect to these matters should not have a material adverse
effect on our financial position or the results of our operations. In arriving at this conclusion, we have
considered, among other things, historical costs to address these matters; the factors, such as volume and
relative toxicity, ordinarily applied to allocated defense and remedial costs; the probable costs to be paid
by the other potentially responsible parties; total projected remedial costs, if known; existing technology;
and currently applicable laws and regulations. A portion of the costs and related liability for certain
matters has been or will be covered by insurance or third parties.

We estimate that Buckbee-Mears incurred approximately $5.3 million in 2001 and $5.4 million in 2000
on expenditures, including capital expenditures, related to efforts to comply with applicable laws and
regulations regulating the discharge of materials into the environment or otherwise relating to the
protection of the environment. We anticipate that Buckbee-Mears will spend approximately $5.2 million
in 2002 and $1.0 million in 2003 on capital expenditures for environmental control facilities and response
costs.  Vision-Ease incurred approximately $0.2 million in 2001 and $0.1 million in 2000 on
expenditures, including capital expenditures, related to efforts to comply with applicable laws and
regulations regulating the discharge of materials into the environment or otherwise relating to the
protection of the environment. We estimate that Vision-Ease will make approximately $0.1 million in
capital expenditures for environmental control facilities during each of 2002 and 2003.




(d) Financial Information About Geographic Areas.

Financial information about our operations in different geographic areas for the three most recent fiscal
years appears on page 43.

(e) Risk Factors

Restructuring. BMC suffered a financial loss in 2001 and, partly in response, is exiting the computer
monitor mask business, consolidating its manufacturing facilities and reducing its number of employees
and other costs significantly, leading to restructuring related charges to earnings of $6.0 million in 2001.
We expect additional charges of $2.0 to $3.0 million relating to closure of the Azusa facility in the first
quarter of 2002. It is possible that additional cost-reduction or other restructuring related measures will be
needed that could require additional charges to future earnings.

Adoption of SFAS No. 142. In assessing the recoverability of BMC’s goodwill and other intangible
assets, we are required to make assumptions regarding estimated future cash flows and other factors to
determine the fair value of the respective assets. If these estimates or their related assumptions change in
the future, BMC may be required to record impairment charges for these assets not previously recorded.
Effective January 1, 2002, BMC will adopt Statement of Financial Accounting Standards (SFAS) No.
142, Goodwill and Other Intangible Assets, and will be required to analyze its goodwill for impairment
issues during the first six months of fiscal 2002, and on a periodic basis thereafter. BMC did not record
any impairment losses related to goodwill and other intangible assets during the year-ended December 31,
2001. Based on preliminary analysis, however, we anticipate that Optical Products will incur a goodwill
impairment write-off between $35 million and $50 million on implementation of SFAS No. 142. Further
charges may be necessary in the future.

Pricing and Margins. Many market and economic factors, as well as internal operating performance,
have adversely affected, and could continue to affect, our financial performance and projected future
results. Since each of our operations supply components to manufacturers of end products, imbalances in
supplies and demand at all levels of product distribution could have, and in some instances have had, a
significant impact on our pricing and margins. Capacity expansions by aperture mask manufacturers
helped create this type of imbalance in the mask market a few years ago, which resulted in pricing
pressures that continue to impact pricing. In addition, margins are affected by the need to develop new
technology. Our ability to meet the market demand for new products in a timely fashion requires the
investment of resources, which, coupled with pricing pressures, decrease our margins. To offset these
pressures and costs, we have implemented several cost reduction measures and are pursuing sales of
higher margin products and have taken major steps to reduce our fixed and variable costs in all of our
operations, including the transfer of additional lens manufacturing to our Jakarta facility and yield
improvement initiatives. These efforts may not be enough to improve revenues, operating performance or
margins.

Reliance on key customers. Both Optical Products and Mask Operations rely on sales to key customers
for a large share of sales. The loss of any of these customers could have a material adverse effect on our
results of operations. Although we strive to differentiate our products and services from those of the
competition, we may lose customers due to vertical integration of these customers into competitors.

Competition/New Product Development and Introduction. Each of our operations faces competition from
other companies in the same technology as well as competition with alternative technologies. As a result,
we invest significantly in new product development. Vision-Ease has invested substantial resources
toward new lens offerings, particularly in polycarbonate. These efforts have resulted in many new
products that have experienced success to date, including our Tegra® high-performance polycarbonate
product line, Outlook™ progressive lenses, and polarizing sunwear. Buckbee-Mears continues its efforts
to develop new high-volume product opportunities. In addition, Buckbee-Mears will continue to dedicate

8




resources towards development of HDTV and multimedia masks. We must develop these and other new
products and technologies at competitive prices and quality in order to compete in each of the markets we
serve. There are no assurances, however, that we will succeed in these efforts, that competitors will not
develop better quality and less expensive products, that we will develop or introduce new products within
our anticipated time schedule or that alternative technologies, such as laser eye surgery, will not replace
our products.

Litigation. We are subject to the normal risks of litigation and other proceedings that affect business
operations, including environmental liability for past or present environmental practices, product liability,
workers’ compensation and personal injury. Although we do not anticipate that any claims will result in
liability that could have a materially adverse effect on our financial condition and results of operations,
there are no assurances that we will not incur such liability in the future given the uncertainty of litigation.

Sources of Supply. The primary raw material used to produce a mask is steel. The primary raw materials
used to manufacture optical products are polycarbonate resin, glass blanks and plastic resins. Significant
changes in the markets for these materials, including pricing and availability, could have a material
adverse impact on our financial results. In addition, since Optical Products obtains the majority of its
hard-resin plastic lenses from a foreign supply arrangement and its glass and a portion of its
polycarbonate lenses from its Jakarta operations, factors affecting these suppliers’ ability to meet our
demand for these products could have a material adverse impact on our results of operation.

Foreign Currency. We transact business in currencies other than U.S. dollars. The primary currencies
used include the German mark, the euro, Japanese yen, British pound, Canadian dollar, Hungarian forint
and Indonesian rupiah. Cur primary competitors in the mask market are located in Japan. Changes in the
currency exchange rates between the U.S. dollar and the German mark compared to the Japanese yen
affect Mask Operations’ pricing competitiveness. Although we take steps to reduce this risk through
cross-currency swaps and other hedging transactions, we are subject to the risk of adverse fluctuations in
currency exchange rates, which may result, and have resulted, in pricing pressures and reductions in
profitability due to currency conversion or translation.

International Markets. Buckbee-Mears has a manufacturing facility located in Miillheim, Germany and an
aperture mask inspection facility in Tatabanya, Hungary. Vision-Ease has optical lens laboratory
operations in Europe, a supply arrangement with hard-resin plastic lens manufacturer in Southeast Asia,
and a joint venture in Indonesia for glass and polycarbonate lens manufacturing. In addition, we have
many internationa! customers and are dedicating significant resources to increase business with
international customers at all of our operations. Cur international operations and sales could be adversely
affected by governmental regulations, political instability, economic changes or instability and
competitive conditions in other countries in which, and with which, we conduct business. Economic
difficulty has been experienced in Asia during the recent past and globally during the past year, which
serves as an example of international conditions that can adversely affect financial performance. Future
downturns in the global economy or in certain areas of the world could affect our operations without
advance warning. Further, there are no assurances that our efforts to grow our business, such as
penetration of polycarbonate lens sales in Europe through laboratory operations, will be successful.




Item 2. Properties
The following tabie sets forth certain information regarding our principal production facilities:

Approximate Square

Location Principal Use Feet of Space
Owned:
Miillheim, Germany Buckbee-Mears 170,000

- Manufacturing of aperture masks and precision
photo-etched metal and electroformed products
Cortland, NY Buckbee-Mears 363,000
- Manufacturing of aperture masks and precision
photo-etched metal and electroformed products
Tatabanya, Hungary = Buckbee-Mears 45,000
- Inspection of aperture masks

Ramsey, MN Optical Products 150,000
- Manufacturing of polycarbonate lenses,
centralized distribution and research and
development
Jakarta, Indonesia Optical Products 66,000
- Manufacturing of glass and polycarbonate lenses
Leased:
St. Paul, MN Buckbee-Mears 118,405
- Manufacturing of precision photo-etched metal
and electroformed parts

Azusa, CA Optical Products 120,000
- Manufacturing of polycarbonate lenses and
distribution

We lease approximately 14,000 square feet in suburban Minneapolis, Minnesota for our corporate
headquarters. We also lease approximately 10,939 square feet in Brooklyn Park, Minnesota for our
Vision-Ease headquarters; however, we will vacate that location in 2002 and consolidate personnel at
BMC’s headquarters in Minneapolis. We lease approximately 82,000 square feet for customer service,
administration and distribution in St. Cloud, Minnesota pursuant to a lease that expires in 2005. Our plant
lease in St. Paul expires in February 2004. Vision-Ease has the option to purchase the Azusa facility for
$1.00 at anytime. We anticipate that Vision-Ease wiil exercise this option and sell the Azusa property in
connection with the facility closure and transfer of operations to Ramsey and Jakarta. We believe our
existing facilities are sufficient to meet our current and foreseeable production and other needs.

In addition to the properties listed above, we operate other smaller domestic and international warehouse,
distribution, laboratory and administrative offices. For additional information concerning our leased
properties, see Note 8 to Notes to Consolidated Financial Statements on page 34.

Item 3. Legal Proceedings

With regard to certain environmental and other legal matters, see Item 1(c) “Narrative Description of
Business - “Buckbee-Mears - Environmental” and “Optical Products - Environmental” and Item 7
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Cther than as noted above, there are no material pending or threatened legal, governmental,
administrative or other proceedings to which we are a party or of which any of our property is subject.
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Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of security holders during the fourth quarter of the fiscal year covered
by the report.

Item 4A. Executive Officers of the Registrant

The names and ages of our executive officers, all of whose terms expire in May 2002, the year first
elected or appointed as an executive officer and the offices held as of March 18, 2002 are listed below:

Date First Elected

or Appointed as
Name (Age) an Executive Officer Title
Paul B. Burke (46) August 1985 Chairman of the Board and Chief Executive
Officer
Bradley D. Carlson (37) September 1999 Treasurer
Jon A. Dobson (35) December 1997 Vice President, General Counsel and Secretary
Curtis E. Petersen (49) December 2001 Senior Vice President and Chief Financial Officer

There are no family relationships between or among any of the executive officers. Executive officers are
elected by the Board of Directors for one-year terms, commencing with their election at the first meeting
of the Board of Directors immediately following the annual meeting of stockholders and continuing until
the next such meeting of the Board of Directors.

Except as indicated below, the executive officers have not changed their principal occupations or
employment during the past five years.

Mr. Burke is also a director of BMC. Mr. Burke joined BMC as Associate General Counsel in June 1983,
and became Vice President, Secretary and General Counsel in August 1985. In November 1987, he was
appointed Vice President, Ft. Lauderdale Operations of the Vision-Ease division and in May 1989, he was
appointed President of Vision-Ease. In May 1991, Mr. Burke was elected President and Chief Operating
Officer of BMC, and in July 1991, he became President and Chief Executive Officer. Mr. Burke was
appointed Chairman of the Board in May 1995.

Mr. Carlsen joined BMC in September 1999 as Treasurer. From July 1992 to September 1999, Mr.
Carlson held various positions with Northwest Airlines, Inc., a commercial air travel carrier, most
recently as Director of Corporate Finance. Mr. Carlson served as an Associate with Kidder Peabody, Inc.,
an investment banking firm, in 1991 and as a Corporate Finance Analyst with Dain Rauscher
Incorporated, an investment banking firm, from December 1987 to June 1990.

Mr. Dobson joined BMC in April 1995 as Director of Legal Services. In December 1997, he was
appointed General Counsel and Secretary. In November 1999, Mr. Dobson was appointed Vice President
of Human Resources, General Counsel and Secretary. In November 2001, he was appointed Vice
President, General Counsel and Secretary. Prior to joining BMC, Mr. Dobson was an associate with
Lindquist & Vennum PLLP, a Minneapolis law firm, practicing exclusively in corporate and securities
law.
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Mr. Petersen joined BMC in August 2001 as Executive Vice President, Finance and Administration, of
the Optical Products group. In December 2001, he was appointed Senior Vice President and Chief
Financial Officer of BMC. Prior to joining BMC, Mr. Petersen served as Senior Vice President and Chief
Financial Officer of Rivertown Trading Company, a retail catalog producer, and later of
Target.Direct.Inc., an internet-based retailer, from September 1996 to March 2001. Prior to that, he
served in numerous executive positions in finance, accounting and operations with Rosemount, Inc., a
division of Emerson Electric Company, a process instrumentation manufacturer, and Diversified
Energies, Inc., a holding company with interests in natural gas, prior to its merger into Arkla, Inc.

Part 1T
Ttem 5. Market for Registrant’s Common Stock and Related Stockholder Matters
BMC’s common stock is traded on the New York Stock Exchange under the ticker symbol “BMM”. The

table below sets forth the high and low reported sales prices of BMC stock by quarter for the years 2001
and 2000. At March 18, 2002, there were approximately 1,100 stockholders of record.

Price

Dividends

Per Share High Low
2000
First Quarter $ 0150 $ 6.19 3 4.56
Second Quarter 0150 6.00 3.69
Third Quarter 0150 6.88 4.19
Fourth Quarter 0150 7.00 4.63
2001
First Quarter $ .0150 S 585 § 5.00
Second Quarter 0150 6.28 4.40
Third Quarter 0150 5.25 2.00
Fourth Quarter 0025 3.05 1.69

We expect to continue our policy of paying regular cash dividends, although there is no assurance as to
future dividends because they are dependent on future earnings, capital requirements, financial condition
and are subject to certain restrictions in our revolving domestic credit facility.

Item 6. Selected Financial Data

The following selected financial data is derived from the consolidated financial statements of the
Company and should be read in conjunction with the consolidated financial statements, related notes, and
other financial information included herein.
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HISTORICAL FINANCIAL SUMMARY
(in thousands, except per share amounts, percentages and ratios)

Years Ended December 31 2001 2000 1999 1998 1997
SUMMARY OF OPERATIONS
Revenues $ 302,296 $ 354,485 § 353,854  § 335,138 $312,538
Cost of products sold 276,999 300,795 305,592 297,995 244,468
Gross margin 25,297 53,690 48,262 37,143 68,070
Selling and administrative expenses 21,948 22,552 23,352 20,675 16,012
Non-recurring charges 6,218 - -- - =
Impairment of long-lived assets - -~ -- 42,800 --
Acquired in-process research and
development - -~ -- 9,500 --
Earnings (loss) before interest, other income
and income taxes (2,869) 31,138 24910 (35,832) 52,058
Interest expense, net (11,244) (12,833)  (13,099) (13,374) (1,065)
Other income 883 2,838 1,036 522 209
Earnings (loss) before income taxes (13,230) 21,143 12,847 (48,684) 51,202
Income tax expense (benefit) 9,370 6,243 5,023 (18,049) 15,481
Net earnings (loss) $ (22,600) $ 14900 $ 7,824 §$ (30,635) § 35,721
EARNINGS (LOSS) PER SHARE
Basic $ (©83) 3 054 $ 029 $ (113) § 130
Diluted (0.83) 0.54 0.28 (1.13) 1.25
NUMBER OF SHARES INCLUDED IN
PER SHARE COMPUTATION
Basic 27,205 27,396 27,299 27,014 27,583
Diluted 27,205 27,623 27,710 27,014 28,530
CASH FLOW
Cash dividends declared per share $ 0.0475 $ 006 § 006 § 006 $ 0.06
Depreciation and amortization expense 23,807 23,990 23,280 21,014 13,349
Net cash provided by operating activities 17,256 36,637 33,485 26,948 14,667
Capital expenditures 14,134 11,929 13,157 21,427 75,110
FINANCIAL POSITION
Working capital $ 70,253 $ 95322 § 88,833 § 94971 § 74914
Property, plant and equipment, net 131,541 139,499 151,238 162,594 182,382
Total assets 331,746 373,804 383,553 399,465 319,407
Total debt 142,168 145,016 168,262 189,195 74,565
Stockholders’ equity 116,511 146,798 136,422 133,257 178,752
STATISTICS AND RATIOS
Current ratio 2.3 2.5 2.5 2.7 2.6
Total debt to equity ratio 1.2 1.0 1.2 1.4 0.4

Earnings (loss) before interest, other income
and income taxes, as a percentage of

revenues (0.9)% 8.8% 7.0% (10.7) 16.7%
Return on average equity (17.2)% 10.5% 5.8% (19.6) 22.1%
Book value per share $§ 433 $ 536 § 498 § 4% § 643
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Selected Quarterly Data
(Unaudited, in thousands, except per share amounts)

First Second Third Fourth Total
Quarter Quarter Quarter Quarter Year
2001
Revenues $ 85760 § 78,720 $ 73339 § 64,477 § 302,296
Gross margin 11,456 11,957 2,553 (669) 25,297
Net earnings (loss) 2,046 (7,451) (4,146) (13,049) (22,600)
Earnings (loss) per share
Basic 0.07 (0.27) (0.15) (0.48) (0.83)
Diluted 0.07 0.27) 0.15) (0.48) (0.83)
Number of shares included in computation:
Basic 27,398 27,393 27,101 26,933 27,205
Diluted 27,633 27,393 27,101 26,933 27,205
2000
Revenues § 88751 § 94237 § 90,179 § 81,318 § 354,485
Gross margin 12,064 15,891 12,649 13,086 53,690
Net earnings (loss) 2,301 5,475 2,737 4,387 14,900
Earnings (loss) per share
Basic 0.08 0.20 0.10 0.16 0.54
Diluted 0.08 0.20 0.10 0.16 0.54
Number of shares included in computation: '
Basic 27,384 27,401 27,399 27,400 27,396
Diluted 27,599 27,582 27,645 27,669 27,623

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This discussion and analysis should be read in conjunction with the Consolidated Financial Statements
and related footnotes included elsewhere in this report.

Summary

BMC Industries, Inc. has two business segments, Buckbee-Mears, made up of Mask Operations and
Micro-Technology Operations, and Optical Products (operating under the Vision-Ease trade name).
Buckbee-Mears is a leading manufacturer of high-volume precision products for the entertainment,
optical, high-tech, medical, defense and aerospace industries. Optical Products is a leading producer of
polycarbonate, glass and plastic eyewear lenses.

Net revenues of $302.3 million for 2001 represent a decrease of 15% from the $354.5 million in 2000.
The decline in revenue during 2001 was attributable to decreases in both divisions. Buckbee-Mears group
sales decreased 20% in 2001 due to a contracted market environment for computer monitors and for
television sets, exacerbated by continued excess inventory in the picture tube supply chain. Optical
Products revenues were impacted by capacity constraints in the beginning of the year, which affect
revenue generation, and a noticeable decline in sales following the events of September 11, 2001.

Net loss and diluted loss per share for 2001 were ($22.6) miliion and ($0.83), respectively, compared to
net earnings and diluted earnings per share of $14.9 million and $0.54, respectively, for 2000.
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Critical Accounting Policies

Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses
BMC’s consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. On an on-going basis,
management evaluates its estimates and adjustments, including those related to merchandise returns, bad
debts, inventories, intangible assets, income taxes, restructuring costs, retirement benefits, and
contingencies and litigation. Management bases its estimates and judgments on historical experience and
on various other factors that are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates under different assumptions
or conditions.

Management believes the following critical accounting policies, among others, affect its more significant
judgments and estimates used in the preparation of its consolidated financial statements.

Bad Debt

The Company maintains an allowance for doubtful accounts for estimated losses resulting from the
inability of its customers to make required payments. If the financial condition of the Company’s
customers were to deteriorate, resulting in an impairment of their ability to make payments, additional
allowances may be required.

Inventory

The Company reduces the stated value of its inventory for obsolescence or impairment in an amount
equal to the difference between the cost of inventory and the estimated market value based upon
assumptions about future demand and market conditions. If actual future demand or market conditions
are less favorable than those projected by management, additional reductions in stated value may be
required.

Goodwill and Intangible Impairment

In assessing the recoverability of the Company’s goodwill and other intangible assets the Company must
make assumptions regarding estimated future cash flows and other factors to determine the fair value of
the respective assets. If these estimates or their related assumptions change in the future, the Company
may be required to record impairment charges for these assets not previously recorded. Effective January
1, 2002, the Company will adopt Statement of Financial Accounting Standards (SFAS) No. 142,
Goodwill and Other Intangible Assets, and will be required to analyze its goodwill for impairment issues
during the first six months of fiscal 2002, and on a periodic basis thereafter. During the year ended
December 31, 2001, the Company did not record any impairment losses related to goodwill and other
intangible assets.

Based on preliminary analysis, the Company anticipates that its Optical Products segment will incur a
goodwill impairment write-off between $35 million and $50 million on implementation of SFAS No. 142.
This write-off will be reflected as a cumulative effect of a change in accounting principle in the
Company’s statement of operations. Additional discussion is included in this Management Discussion
and Analysis on page 22.

15




Income Taxes

In determining the carrying value of the Company’s net deferred tax assets, the Company must assess the
likelihood of sufficient future taxable income in certain tax jurisdictions, based on estimates and
assumptions to realize the benefit of these assets. Ifthese estimates and related assumptions change in the
future, the Company may be required to record additional valuation allowances against its deferred tax
assets, resulting in additional income tax expense in the Company’s consolidated statement of operations.
Management evaluates the realizability of the deferred tax assets quarterly and assesses the need for
additional valuation allowances or reduction of existing allowances quarterly. During the year ended

December 31, 2001, the Company recorded $14.5 million of valuation allowances related to its net
deferred tax assets.

Restructuring Initiatives

Beginning in the fourth quarter 2001 and continuing into first half of 2002, the Company has been

executing significant restructuring initiatives in both the Buckbee-Mears and Optical Products business
groups.

The Buckbee-Mears group’s Mask Operations will exit the computer monitor segment of the aperture
mask business and Micro-Technology Operations will be completely restructured by selling or
consolidating into its other facilities all operations currently located in St. Paul, Minnesota, by
reorganization of employees devoted to new sales initiatives and by rationalization of product offerings.
These actions have resulted, and will result, in staffing reductions at all three of the group’s
manufacturing sites, including Cortland, New York, Miillheim, Germany and St. Paul.

The Optical Products group will discontinue certain Vision-Ease product development activities,
discontinue or phase-out certain Vision-Ease product categories and close its production facility in Azusa,
California resulting in a consolidation of the Optical Products group’s operations into two facilities.
Additional polycarbonate lens manufacturing capacity will be transferred to the Jakarta, Indonesia plant
and polarized lens manufacturing will be consolidated in the Ramsey, Minnesota facility. In first quarter
2002, the Company expects to record additional restructuring expenses of approximately $2.0 to $3.0
million related to the closure of the Azusa facility.

Results of Operations

The following discussion and analysis examines the operating results of the Company’s two business
segments. As used herein, “operating profit” refers to operating profit before non-recurring charges,

administrative expense and interest, as shown in Note 12 to the Consolidated Financial Statements —
Segment Information.

Revenues and Operating Profit

Buckbee-Mears

Comparison of 2001 and 2000. Buckbee-Mears group revenues were $170.9 million for 2001, a decrease
of $44.0 million or 20% from 2000. Sales of entertainment masks decreased 15% from sales in 2000 and
computer monitor mask sales decreased 30% compared to 2000. Sales of entertainment masks were
impacted by a decline in demand beginning in the first half of the year, especially in the NAFTA market,
as well as price reductions during the last part of 2001. Sales of monitor masks were negatively impacted
by year-over-year price reductions and contraction in demand for computer products. Micro-Technology
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Operations revenue declined 34% from 2000 as the Company’s customers reacted to slow demand in the
semiconductor, automotive and telecommunications segments.

Buckbee-Mears group revenues for 2002 are expected to decrease approximately $25 to $35 million as a
result of exiting the computer segment of the aperture mask business.

Operating profit for Buckbee-Mears was $5.1 million for 2001, before non-recurring charges of $5.0
million, a decrease of $20.0 million from 2000. The operating margin was 3% of revenues for 2001
compared to 12% for 2000. The decrease in operating profit is primarily due to reduced demand for
television products, which accelerated in the second quarter of the year. Pricing pressures in both the
computer mask and television mask markets and under-absorption of costs also had negative impacts on
operating profits and margins. The Company began taking action in the second quarter of 2001 to reduce
costs, first by bringing down one line in Cortland, N.Y. during second quarter and then by extending the
annual third quarter plant shutdown by a few weeks. Operating profit was also impacted by costs
incurred as a result of restructuring initiatives commencing in the fourth quarter. Inventory write-offs of
$2.6 million and other asset write-downs of $1.4 million were recorded as a result of the decision to exit
the computer monitor mask business and to sell or consolidate into other facilities operations currently
located in St. Paul, Minnesota. The effect of foreign currency translation had a nominal impact on the
group’s operating profit.

Comparison of 2000 and 1999. Buckbee-Mears group revenues were $214.9 miilion for 2000, a decrease
of $3.0 million or 1% from 1999. Excluding the impact of foreign currency translation, revenues would
have increased 3% over 1999. Sales of large (24-29 inches) and jumbo (30 inches and larger)
entertainment masks were up 11% and 10%, respectively, over 1999 levels as a result of increased
demand, particularly in Europe, for flat and widescreen (16:9 format) televisions. In addition to the shift
to larger sizes, the group experienced a favorable sales mix shift with invar (nickel alloy) entertainment
mask sales up 25% and standard AK steel entertainment mask sales down 6%. Computer monitor mask
sales decreased 10% compared to 1999, largely offsetting the higher entertainment mask sales. Sales of
monitor masks were negatively impacted by year-over-year price reductions and the Company’s decision
to utilize monitor mask production capacity for HDTV and other higher-margin entertainment products,
thus displacing monitor volumes. Micro-Technology Operations revenue declined 22% from 1999 as the
Company has continued to redirect the efforts of this group toward new, strategic markets.

Operating profit for Buckbee-Mears was $25.1 million for 2000, an increase of $1.2 million from 1999.
The operating margin was 12% of revenues for 2000 compared to 11% for 1999. The increase in
operating profit is primarily due to product cost reductions derived from yield improvements and
automated inspection equipment installed in 2000, and the favorable sales mix shift to larger sized and
invar steel entertainment masks. In addition, Mask Operations restarted an idle entertainment mask line
at the Company’s Cortland, New York facility at the end of the year which provided some additional
absorption of the group’s fixed overhead. Partially offsetting these favorable variances were continued
pricing pressures in the mask business, particularly for monitor masks, and lower profits from Micro-
Technology Operations. The group continued to invest in 2000 in the engineering, and sales and
marketing infrastructure needed to drive future growth in new Micro-Technology products and market
segments. The effect of foreign currency translation had a nominal impact on the group’s operating
profit.

Optical Products

Comparison of 2001 and 2000. Optical Products group revenues were $131.4 million in 2001, a decrease
of $8.2 million or 6% from 2000. The decrease was due to soft retail demand and capacity constraints in
premium product categories in the first part of the year and declines in sales in the last part of the year
following the events of September 11, 2001. Sales of high end products decreased 5% from 2000. Much
of the decrease was attributable to declines in sales of mainline polycarbonate lenses, SunSport® non-
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ophthalmic lenses and Tegra®-coated polycarbonate lenses. Strong sales in the SunRx® premium
polarized lenses (increasing 15% over 2000) offset some of the sales reductions in other product lines.
Sales of glass lenses continue to decline year over year.

Operating profit of Optical Products was $3.3 million for 2001, excluding non-recurring charges of $1.2
million, a decrease of $8.1 million or 71% from 2000. The decrease in margin was due in part to
reductions in sales of higher margin premium products and higher production costs related to under
absorbed fixed costs. Operating profit was also impacted by costs incurred as a result of restructuring
initiatives commencing in the fourth quarter of 2001. Inventory write-offs of $1.0 million and other asset
write-downs of $1.0 million were recorded for discounted or phased-out product categories.

The Company is currently in the process of closing the Azusa California polycarbonate operation and
moving that manufacturing capacity to Ramsey, Minnesota and Jakarta, Indonesia. As discussed earlier,
restructuring charges of approximately $2.0 to 3.0 million will be recorded in first quarter 2002. Fixed
overhead costs and product costs should be reduced as the result of these moves.

Comparison of 2000 and 1999. The Optical Products group sales were $139.6 miliion for 2000, an
increase of $3.6 million or 3% from 1999. The increase was due to a 20% increase in sales of high-end,
value-added products (which the Company defines as polycarbonate, progressive and polarizing sun
lenses). Sales of high-end products accounted for 63% of total Optical Products group revenue in 2000
compared to 55% in 1999. Sales of Tegra® coated polycarbonate lenses and Outlook™ progressive
polycarbonate lenses in 2000 grew 176% over 1999. Sales of the Company’s polarized polycarbonate sun
lenses also grew significantly in 2000 with SunRx® (prescription) and SunSport® (non-prescription or
plano) revenues in 2000 increasing 66% and 64%, respectively, over sales in 1999.

Partially offsetting the increases reported for high-end products were declines in glass and plastic lens
sales. Sales of plastic product decreased 18% and glass sales decreased 17%, due primarily to overall
market dynamics in these product categories and difficulties the Company experienced in obtaining
plastic lenses from its OEM supplier.

Operating profit of Optical Products was $11.4 million for 2000, an increase of $5.7 million or 99% from
1999. Operating margin was 8% of net sales for 2000 compared to 4% in 1999. The operating margin
increase in 2000 was primarily due to the favorable sales mix shift to high-end, value-added products
experienced in 2000. In addition, 1999 results were negatively impacted by poor product cost
performance and product line integration costs.

Selling Expenses

Selling expenses were $16.9 million, $17.2 million and $18.7 million or 5.6%, 4.8% and 5.3% of
revenues for 2001, 2000 and 1999, respectively. The decrease in 2001 is due primarily to lower expenses
in the Buckbee-Mears segment as a result of cost reduction efforts, including personnel reductions,
initiated mid-year when sales demand began to decline. Optical Products group selling expenses were
even with 2000. The increase in selling expense as a percentage of sales was primarily due to the
decrease in sales compared to prior years.

Administrative Expenses

Administrative expenses were $5.0 million, $5.4 million and $4.7 million or 1.7%, 1.5% and 1.3% of
revenues for 2001, 2000 and 1999, respectively. The decrease in administrative expenses in 2001 is due
primarily to performance-based employee incentive benefits incurred in 2000 tied to the Company’s
earnings, which were not paid in 2001. In addition to the incentive benefits, expenses for 2000 were
higher than 1999 due to expenses related to filled positions in 2000, which were open in 1999. The
increase in expenses as a percentage of sales in 2001 is primarily due to the decrease in sales.
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Interest Expense (Income)

Interest expense was $11.8 million, $13.1 million and $13.4 million for 2001, 2000 and 1999,
respectively. Interest income was $0.5 million, $0.3 million and $0.3 million for 2001, 2000 and 1999,
respectively. Interest expense in 2001 was lower than 2000 due to lower overall debt levels throughout
the year and lower interest rates in 2001. Interest expense in 2000 was down slightly from 1999 due to
lower debt levels, partially offset by higher interest rates in the second half of the year.

Income Taxes

The Company’s effective tax rate, exclusive of deferred tax asset valuation reserve adjustments, was 39%,
30% and 39% in 2001, 2000 and 1999, respectively. The 2001 tax rate was higher than the 2000 rate due
to the Company’s domestic and foreign earnings mix. The 2000 tax rate was lower than the 1999 rate due
to the Company’s domestic and foreign earnings mix, ongoing tax initiatives and a statutory rate
reduction in Germany.

Realization of the Company’s net deferred tax asset is dependent on future taxable income. During 2001,
the Company established a deferred tax asset valuation reserve of $14.5 million, the effect of which
increased income tax expense. The need for the valuation reserve was driven by projections for future
U.S. taxable income, which impacts the potential for realizing the benefits of the Company’s carryovers.
The statutory time period for using the carryovers on its income tax returns extends beyond the period the
Company used to assess impairment for accounting purposes. If, at some time in the future, it is
determined that all or a portion of the existing carryovers may be realized, the valuation reserve will be
reduced accordingly.

Seasconality

The Company’s earnings have been generally lower in the first and third quarters due to maintenance
shutdowns at the Company’s mask production facilities during those periods. Also, the seasonality of end
products in several markets (televisions, computer monitors and ophthalmic lenses) affects the
Company’s annual earnings pattern.

Dividends

In 2001, the Company continued payment of cash dividends to shareholders. Cash dividends of one and
one-half cents per share were declared in first, second and third quarter of 2001 and one-quarter cent per
share in fourth quarter 2001. The Company currently expects to continue dividend payments in 2002.

Environmemntal

The Company’s operations are subject to federal, state, local and foreign environmental laws and
regulations. Under the Comprehensive Environmental Response Compensation and Liability Act of
1980, as amended (CERCLA or Superfund), the Company has been designated as a potentially
responsible party (PRP) by the United States Environmental Protection Agency with respect to certain
waste sites at which the Company may have had direct or indirect involvement. Similar designations
have been made by some state environmental agencies under applicable state environmental laws. Such
designations are made regardless of the extent of the Company’s involvement. Such designations have
been made by the filing of a complaint, the issuance of an administrative directive or order, or the
issuance of a notice or demand letter. These actions are in various stages of administrative or judicial
proceedings. They include demands for recovery of past governmental costs and/or for future
investigative or remedial actions. In many cases, the doliar amount of site costs or the Company’s portion
of site costs is not specified. In most cases, however, the Company has been designated a de minimis
party and claims have been asserted against a number of other entities for the same recovery or other
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relief as was asserted against the Company. The Company is currently participating in eight
environmental and/or remedial actions in which final settlement has not been reached.

To the extent possible, and with the amount of information available at this time, the Company has
evaluated its responsibility for costs and related liability with respect to the above investigations and/or
remedial actions, and has recorded reserves for such liability in accordance with generally accepted
accounting principles. It is the Company’s opinion that the Company’s liability with respect to these
matters should not have a material adverse effect on the financial position or the results of operations of
the Company. In arriving at this conclusion, the Company has considered, among other things, the
payments that have been made in the past; the factors, such as volume and relative toxicity, ordinarily
applied to allocated defense and remedial costs; the probable costs to be paid by the other potentially
responsible parties; total projected remedial costs, to the extent known; existing technology; and currently
enacted laws and regulations. A portion of the costs and related liability for these matters has been or will
be covered by insurance or third parties.

Financial Position and Liquidity

Working capital was $70.3 million and the current ratio was 2.3 at December 31, 2001, compared to
$95.3 million and a current ratio of 2.5 at December 31, 2000. Accounts receivable balances decreased
$10.6 million compared to 2000 due primarily to lower sales in both segments and factoring of foreign
receivables at Buckbee-Mears at the end of the year. Inventory levels were lower than 2000 despite lower
sales due to extended shut downs in Buckbee-Mears’ mask operations in third and fourth quarters and a
two-week shut down of the Optical Products Azusa facility in December. In addition, initiatives to
manage steel purchases in the mask operations reduced the raw materials inventory balances. Accounts
payable and other liabilities decreased primarily due to lower raw materials purchases and lower incentive
benefits accruals in 2001 compared to extended payment terms with certain vendors at Buckbee-Mears
and a higher level of expense accruals at the end of 2000.

At December 31, 2001, the Company had $142.2 million in debt and the ratio of total debt to total equity
was 1.2, The $2.8 million reduction in debt was due to management of and reduction in the Company’s
working capital in 2001. At December 31, 2000, the Company had $145.0 million in debt and the ratio of
total debt to total equity was 1.0. The $23.3 million reduction in debt during 2000 was due primarily to
improved working capital utilization and cash generated from operations.

In 2001, the Company generated $17.3 million of cash flow from operating activities. The cash generated
from operating activities was used primarily for debt reduction totaling $2.8 million and property, plant
and equipment additions totaling $14.1 million. In 2000, the Company generated $36.6 million of cash
flow from operating activities. The cash generated from operating activities was used primarily for debt
reduction totaling $23.3 million and property, plant and equipment additions totaling $11.9 million. The
Company generated $33.5 million of cash flow from operating activities in 1999, which was used

primarily for debt reduction totaling $20.9 million and property, plant and equipment additions totaling
$13.2 million.

Capital spending in 2002 is planned to be approximately $12.0 million. It is currently anticipated that
2002 capital expenditures will be financed primarily with funds from operations.

During 2001, the Company amended its current revolving domestic credit agreement (the Agreement),
which expires in 2003. The Amendment to the Agreement provided for the conversion of certain
previously outstanding revolving loans to term loans and permanently reduced the aggregate commitment
under the Agreement from $220 million to $185 million. This Agreement is secured by a pledge of
certain shares of common stock of the Company’s subsidiaries, an intercompany note from one of the
Company’s European hoiding companies, security interests in certain assets, including domestic
receivables, inventories and machinery and equipment, as weil as a mortgage on its real property located
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in Ramsey, Minnesota. As of December 31, 2001, there was $141.0 million outstanding under this
facility. The Company’s German subsidiary maintains short-term and long-term credit facilities with
available credit of $16.5 million at December 31, 2001. The Company believes that internally generated
funds and unused financing sources will be adequate to meet the Company’s financing requirements for
2002. The Company was in compliance with all covenants under the Agreement at December 31, 2001.

Market Risk
Foreign Currency

A portion of the Company’s operations consists of manufacturing and sales activities in foreign
jurisdictions. The Company manufactures its products in the United States, Germany, Hungary and
Indonesia and purchases products from Asian, as well as other foreign suppliers. The Company sells its
products in the United States and into various foreign markets. The Company’s sales are typically
denominated in either the U.S. dollar or the German mark (DM/Euro). Buckbee-Mears also has an
indirect exposure to the Japanese yen and the Korean won because its most significant competitors are
Japanese and Korean. As a result, the Company’s financial results could be significantly affected by
factors such as changes in foreign currency exchange rates or weak economic conditions in foreign
markets. In addition, sales of products overseas are affected by the value of the U.S. dollar relative to
other currencies. Long-term strengthening of the U.S. dollar may have an adverse effect on these sales
and competitive conditions in the Company’s markets and may limit the Company’s ability to increase
product pricing in times of adverse currency movements.

To manage the volatility relating to its direct exposures, the Company utilizes various derivative
instruments, including foreign currency forward-exchange contracts and cross-currency swaps. The
cross-currency swaps are accounted for under mark-to-market accounting. At December 31, 2001, the
Company had no outstanding foreign currency forward-exchange contracts.

At December 31, 2000, the Company had approximately 19.8 million DM of outstanding foreign
currency forward-exchange contracts to exchange U.S. dollars for German marks at a set exchange rate.
In addition, at December 31, 2000, the Company had approximately 15 billion rupiah of outstanding
foreign currency forward-exchange contracts to exchange U.S. dollars for Indonesian rupiah at a set
exchange rate. At December 31, 2000, the Company’s German subsidiary had approximately $5.9
million of outstanding foreign currency forward-exchange contracts to sell U.S. dollars for German marks
at a set exchange rate.

In August 1999, the Company entered into a cross-currency swap that provided for the Company to swap
a total of $10.0 million of notional debt for the equivalent amount of Japanese yen-denominated debt.
Under this swap, the Company also effectively swapped a floating U.S. dollar-based interest rate for a
floating Japanese yen-based interest rate. Under mark-to-market accounting, the Company recorded as
Other Income a foreign exchange gain of $0.6 million in 2000 and a loss of $1.2 million in 1999 for this
swap agreement. This swap agreement was closed out in May 2000. The Company does not currently
have any cross-currency swaps outstanding, but continually monitors its foreign currency position.

In January 1999, the Company entered into a cross-currency swap, which provided for the Company to
swap a total of $10.0 million of notional debt for the equivalent amount of Japanese yen-denominated
debt. This swap agreement was closed out in May 199%. The Company recorded as Cther Income a
foreign exchange gain of $0.5 million in 1999 related to this swap.
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The Company experiences foreign currency gains and losses, which are reflected on the Company’s
Statements of Operations, due to the strengthening and weakening of the U.S. dollar against the
currencies of the Company’s foreign subsidiaries and the resulting effect on the valuation of inter-
company and other accounts. The net exchange gain or loss was not material in 2001 or 2000. The
Company anticipates that it will continue to incur exchange gains and losses from foreign operations in
the future.

The Company’s net investment in foreign subsidiaries with non-U.S. dollar functional currency was $26.1
million and $27.6 million at December 31, 2001 and 2000, respectively, translated into U.S. dollars at
year-end exchange rates. The potential loss in value resulting from a hypothetical 10% reduction in
foreign currency exchange rates is $2.4 million and $2.5 million in 2001 and 2000, respectively. The
loss, if incurred, would be recorded as a charge to Accumulated Other Comprehensive Income (Loss).

During 2001 and 2000, the U.S. dollar strengthened against the DM. A stronger dollar generally has a
negative impact on overseas results because foreign currency-denominated earnings translate into less
U.S. dollars; a weaker dollar generally has a positive translation effect. However, a significant
component of our overseas revenue is U.S. dollar based, somewhat mitigating this effect. As a result, the
effect of the change in exchange rates for 2001 and 2000 did not have a material impact on net earnings.

Interest

Substantially all of the Company’s debt and associated interest expense is sensitive to changes in the level
of interest rates. To mitigate the impact of fluctuations in interest rates, the Company enters into interest
rate swaps to hedge the exposure of a portion of its floating-rate debt. The Company’s primary interest
rate exposure is U.S., and to a lesser extent DM/Euro and yen-based interest rates.

At various dates during 1999 and 2000, the Company entered into multiple interest rate swap agreements
to provide for the Company to swap a variable interest rate for fixed interest rates ranging from 6.7% to
7.1%. At December 31, 2001, $50 million of these swaps remained outstanding with the swaps expiring
in May 2003 and June 2003.

A hypothetical 100 basis point increase in interest rates would result in a $0.9 million and $0.7 million
adverse impact on interest expense in 2001 and 2000, respectively.

New Accountimg Standards

In July 2001, the Financial Accounting Standards Board (FASB) issued Statements of Financial
Accounting Standards (SFAS) No. 141, Business Combinations. SFAS No. 41 eliminates the pooling-of-
interest method and requires the purchase method of accounting on all business combinations completed
after June 30, 2001. This pronouncement was effective for any business combination that is completed
after June 30, 2001 and had no impact on the Company’s current financial statements.

Also in July 2001, the FASB issued SFAS No. 142, Goodwill and Other Intangible Assets. Under SFAS
No. 142, goodwill and intangibles assets deemed to have indefinite lives will no longer be amortized but
will be subject to annual impairment tests in accordance with the statement, with a transitional
impairment test required to be completed by the end of the second quarter 2002. The Company has
adopted this statement as of January 1, 2002. Application of the non-amortization provisions of the
statement is expected to result in an annual increase of pre-tax earnings of approximately $2.0 million.
The Company will first evaluate goodwill for impairment by comparing the segment level unamortized
goodwill balance to projected discounted cash flows as required by SFAS No. 142. The Company plans
to complete this transitional impairment test by the end of first quarter 2002. Based on preliminary
analysis, the Company anticipates that its Optical Products segment will incur a goodwill impairment
write-off between $35 million and $50 million. No reclassifications of intangibles as outlined in SFAS
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No. 142 will be required upon implementation of this pronouncement. Any impairment required by
SFAS No. 142 will be reflected as the cumulative effect of a change in accounting principle.

In August 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations, which is
effective for fiscal years beginning after June 15, 2002. This statement applies to obligations associated
with the retirement of tangible Jong-lived assets. The adoption of this pronouncement is not expected to
have a material impact on the Company’s consolidated resuits of operations, financial position or cash
flows.

In October 2001, the FASB issued SFAS No. 144, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to be Disposed Of, which is effective for fiscal years beginning after June 15,
2002. This statement addresses financial accounting and reporting for the impairment or disposal of long-
lived assets and supersedes SFAS No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of, and the accounting and reporting provisions of Accounting
Principles Board (APB) Opinion No. 30, Reporting the Results of Operations for a disposal of a segment
of a business. The adoption of this pronouncement is not expected to have a material impact on the
Company’s consolidated results of operations, financial position or cash flows.

Eure Currency Conversion

On January 1, 1999, 11 of the 15 member countries of the European Union, including Germany, adopted
the euro as their common legal currency. The euro trades on currency exchanges and is available for non-
cash transactions. From January 1, 1999 through January 1, 2002, each of the participating countries was
scheduled to maintain its national (legacy) currency as legal tender for goods and services. Beginning
January 1, 2002, new euro-denominated bills and coins have been issued, and legacy currencies will be
withdrawn from circulation no later than July 1, 2002. The Company’s foreign operating subsidiaries that
will be affected by the euro conversion have established plans to address the business issues raised,
including the competitive impact of cross-border price transparency. It is not anticipated that there will
be any near-term business ramifications; however, the long-term implications, including any changes or
modifications that will need to be made to business and financial strategies, are still being reviewed.
From an accounting, treasury and computer system standpoint, the impact from the euro currency
conversion is not expected to have a material impact on the financial position or results of operations of
the Company.

Cautionary Statements

Certain statements included in this Management’s Discussion and Analysis, as well as other
communications, including its filings with the SEC, reports to shareholders, news releases and
presentations to securities analysts or investors, contain forward-looking statements made in good faith by
the Company pursuant to the “Safe Harbor” provisions of the Private Securities Litigation Reform Act of
1995. These statements relate to non-historical information and include, without limitation, any statement
that may predict, forecast, indicate or imply future results, performance or achievements. We wish to
caution the reader not to place undue reliance on any such forward-looking statements. These statements
are not guarantees of future performance and are subject to a number of risks and uncertainties detailed
from time to time in reports filed by BMC with the SEC, including the disclosure in the Form 10-K under
“Risk Factors” and elsewhere in Forms 10-Q and 10-K, that could cause actual results or outcomes to
differ materially from those presently anticipated or projected and include, among others, ability to
manage working capital and align costs with market conditions; continued imbalance in supply and
demand for computer monitor masks; further aperture mask price declines,; slowdown in growth of high-
end lens products; rising raw material costs; ability to improve manufacturing yields and operating
efficiencies; ability to qualify new products with customers; consumer demand for direct-view high-
definition television and digital receivers; competition with alternative technologies and products,
including laser surgery for the correction of visual impairment and LCD, plasma, projection and other
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types of visual displays; ability to source plastic lens product requirement from third parties; ability to
gain market share of polycarbonate products both domestically and abroad, including growth in European
sales through the operation of processing laboratories; higher than expected restructuring related costs;
ability to restructure the Micro-Technology Operations and diversify its customer and product base; the
effect of regional or global economic slowdowns; the impact of domestic or global terrorism on consumer
spending choices; adjustments to inventory valuations; liability and other claims asserted against BMC;
negative foreign currency fluctuations; and ability to recruit and retain key personnel. These factors
should not, however, be considered an exhaustive list. We do does not undertake the responsibility to
update any forward-looking statement that may be made from time to time by or on behalf of BMC.

Ttem 7A. Quantitative and Qualitative Disclosures About Market Risk
Disclosures about market risks appear on pages 21-22 of the “Management’s Discussion and Analysis”
for the year ended December 31, 2001.

Ttem 8. Fimancial Statements and Supplementary Data

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Years Ended December 31 2001 2000 1999
Revenues $ 302,296 $ 354,485 $§ 353,854
Cost of products sold 276,999 300,795 305,592
Gross margin 25,297 53,690 48,262
Selling expense 16,910 17,163 18,650
Administrative expense 5,038 5,389 4,702
Non-recurring charges 6,218 -- --
Income (loss) from operations (2,869) 31,138 24,910
Other income and (expense)

Interest expense (11,752) (13,115) (13,376)

Interest income 508 282 277

Other income 8§83 2,838 1,036
Earnings (loss) before income taxes (13,230) 21,143 12,847
Income tax expense {benefit) 9,370 6,243 5,023
Net earnings (loss) $ (22,600) $ 14500 § 7,824
Earnings (loss) per share

Basic $ 0.83) $ 054 § 0.29

Diluted (0.83) 0.54 0.28
Number of shares included in per share computation

Basic 27,205 27,396 27,299

Diluted 27,205 27,623 27,710

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS
(in thousands)

December 31 2001 2000
Assets
Current Assets
Cash and cash equivalents $ 1,941 § 2,290
Trade accounts receivable, less allowances of $2,368 and $2,863 35,024 45,645
Inventories 71,634 82,015
: Deferred income taxes 10,250 17,954
Other current assets 4,197 11,455
Total current assets 123,046 159,359
Property, plant and equipment, net 131,541 139,499
Deferred income taxes 7,166 4,389
Intangible assets, net 62,069 65,180
Other assets, net 7,924 5,377
Total assets ‘ $ 331,746 $§ 373,804

Liabilities and Stockholders’ Equity
Current Liabilities

Short-term borrowings 854 1,206
Accounts payable _ 19,707 33,839
Accrued compensation and benefits 9,695 14,465
Income taxes payable 7,532 6,374
Accrued restructuring expenses 5,038 --
Accrued liability for derivative instruments 2,794 1,107
Other current liabilities 7,173 6,946
Total current liabilities 52,793 64,037
Long-term debt 141,314 143,810
Other liabilities 19,526 17,080
Deferred income taxes 1,602 2,079
Stockholders’ Equity
Common stock (shares issued 0f 26,910 and 27,399) 46,786 49,240
Retained earnings 81,979 105,876
Accumulated other comprehensive loss (12,180) (6,669)
Other (74 (1,649)
Total stockholders’ equity 116,511 146,798
Total liabilities and stockholders’ equity $ 331,746 § 373,804

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in thousands, except per share amounts)

Accumulated
Other
Years Ended December 31, 2001, 2000 and Common Retained Comprehensive
1999 Stock Earnings Income (Loss) Other Total
Balance at December 31, 1998 $ 47,714 $§ 86,436 § 1,113 § (2,006) $ 133,257
Comprehensive income:
Net earnings -- 7,824 - - 7,824
Foreign currency translation adjustments -- -- (4,577) -- (4,577)
Loss on derivative instruments -- -- GD -- (31
Total comprehensive income 3,216
Exercise of options, including tax benefit 1,153 -- -- -- 1,153
Restricted stock grants, net of forfeitures
and including tax benefits 210 -- -- - 210
Repayments of stock option loans -- -- -- 226 226
Cash dividends declared-$0.06 per share - (1,640) -- -- (1,640)
Balance at December 31, 1999 49,077 92,620 (3,495) (1,780) 136,422
Comprehensive income:
Net earnings -- 14,900 - - 14,900
Foreign currency translation adjustments - -- (2,027) -- (2,027)
Loss on derivative instruments -- -- (1,147) -- (1,147)
Total comprehensive income 11,726
Exercise of options, including tax benefit 15 -- -- -- 15
Restricted stock grants, net of forfeitures
and including tax benefits 148 -- -- - 148
Repayments of stock option loans -- -- -- 131 131
Cash dividends declared-$0.06 per share - (1,644) - - (1,644)
Balance at December 31, 2000 49,240 105,876 (6,669) (1,649) 146,798
Comprehensive loss:
Net loss -- (22,600) - - (22,600)
Foreign currency translation adjustments -- - (1,500) - (1,500)
Loss on derivative instruments -- - (1,676) -- (1,676)
Minimum pension liability - -- (2,335) -- (2,335)
Total comprehensive income (loss) (28,111)
Exercise of options, including tax benefit 736 - - - 736
Restricted stock grants, net of forfeitures
and including tax benefits 171 = = - 171
Exchange of common stock for stock
option loan payments (3,361) - -- 1,575 (1,786)
Cash dividends declared-$0.0475 per share - (1,297 -- - (1,297)

Balance at December 31, 2001

46,786 S 81,979 § (12,180) $  (74) § 116,511

Common Stock: 99,000 shares of voting common stock without par value authorized; 26,910, 27,399, 27,370 shares issued and
outstanding at December 31, 2001, 2000 and 1999, respectively.

Undesignated Stock: 500 shares authorized, of which 200 shares were designated as Series A Junior Participating Preferred
Shares on June 30, 1998 in connection with the Company’s adoption of a Share Rights Plan. The Board of Directors is
authorized to designate the name of each class or series of the undesignated shares and to set the terms thereof (including, without
limitation, terms with respect to redemption, dividend, liquidation, conversion and voting rights and preferences.)

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOW
(in thousands)

Years Ended December 31 2001 2000 1959
Cash Flows from Operating Activities
Net earnings (loss) $ (22,600) $ 14,900 $ 7,824
Adjustments to reconcile net (loss) earnings to net cash
provided by operating activities
Depreciation and amortization 23,807 23,990 23,280
Gain on sale of property and equipment (74) (443) --
Deferred income taxes 5,571 (983) (644)
Decrease (increase) in assets
Trade accounts receivable 9,877 (4,235) (4,475)
Inventories 9,500 (1,084) (2,252)
Other current assets 6,059 1,106 1,762
Other non-current assets (3,002) (835) 538
Increase (decrease) im liabilities
Accounts payable (13,891) 4,033 3,029
Income taxes payable 1,406 (1,387) 4,972
Accrued expenses and other current liabilities 2,676 2,767 (2,685)
Other non-current liabilities (2,073) (1,192) 2,136
Net cash provided by operating activities 17,256 36,637 33,485
Cash Flows from Investing Activities
Additions to property, plant and equipment (14,134) (11,929) (13,157)
Business acquisitions, net of cash acquired - (1,219) --
Proceeds from sale of property and equipment 743 2,493 --
Net cash used im investing activities (13,391) (10,655) (13,157)
Cash Flows from Financing Activities
(Decrease) increase in short-term borrowings (328) (959) 845
Decrease in long-term debt (2,496) (22,149) (20,839)
Common stock issued, including tax benefit 173 163 1,363
Cash dividends paid (1,640) (1,644) (1,636)
Net employee repayments (loans) for exercise of stock
options 132 131 226
Net cash used in financing activities (4,159) (24,458) (20,041)
Effect of exchange rate changes on cash and cash
equivalents (55) (380) (169)
Net increase (decrease) in cash and cash equivalents (349) 1,144 118
Cash and cash equivalents at beginning of year 2,290 1,146 1,028
Cash and cash equivalents at end of year § 1,941 § 2290 $ 1,146

See Notes to Consolidated Financial Statements.

27




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except per share amounts)

1. Summary of Significant Accounting Policies

The Consolidated Financial Statements include the accounts of the Company and its subsidiaries, all of
which are wholly or majority-owned.

Revenue Recognition--Revenue is recognized upon shipment of product to the customer, when
persuasive evidence of an arrangement exists, the price to the buyer is fixed and determinable, and
collectibility is reasonably assured.

Cash Equivalents--Consist of highly liquid debt instruments with a maturity of three months or less at
the date of purchase. These instruments are carried at cost, which approximates fair market value.

Inventories--Stated at the lower of cost or market. Cost is determined principally on the average cost
method.

Provisions for Inventory Reserves, Unmcollectible Trade Receivables and Product Returns--The
Company determines its provision for obsolete and slow-moving inventory based on management’s
analysis of inventory levels and future sales forecasts. However, the factors impacting such provisions
vary significantly between the Buckbee-Mears and Optical Products segments. Within the Buckbee-
Mears segment, products are manufactured to customer specifications and changes in product demand
from the loss of a customer, a new product offering or modifications to customer specifications can
significantly impair the value of raw material and finished goods on hand. As a result, inventory
valuation reserve requirements within this segment must be established based on specific facts and
circumstances that can fluctuate significantly and are difficult to predict. We do not anticipate these
conditions will change due to the customized nature of the products manufactured by the Buckbee-Mears
segment. The Optical Products segment inventory reserve requirements historically have been more
predictable and more readily estimated by analyzing historic build and sales patterns.

The Company establishes a reserve and records a provision for doubtful receivable accounts based on
historic loss levels as well as specific provisions considering current facts and circumstances. Both the
Buckbee-Mears and Optical Products segments have several large customers that, if circumstances
warrant, can create the need for additional, specific, reserves.

The provision and reserve for product returns is calculated primarily on a percentage of sales basis, which
is established based on trends that have historically provided a reasonable estimate. This reserve is also
calculated on a specific basis considering current facts and circumstances.

Property, Plant and Equipment--Stated at cost. Additions, improvements or major renewals are
capitalized, while expenditures that do not enhance or extend the asset’s useful life are charged to
operating expense as incurred. Depreciation is provided on the straight-line method over estimated useful
lives of generally 4C years for buildings, 20 years for building improvements and infrastructure and 8
years for machinery and equipment. Depreciation of assets included in construction in progress does not
begin until the construction is complete and the assets are placed into service. Depreciation expense was
$20,272, $20,504 and $19,827 in 2001, 2000 and 1999, respectively.

The Company evaluates long-lived assets for impairment whenever changes in circumstances indicate
that the carrying amount of the asset may not be recoverable.
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Intangible Assets--Consist primarily of goodwill and other acquisition-related intangible assets, which
are stated at fair value as of the date acquired in a business acquisition accounted for as a purchase, less
accumulated amortization. Amortization is computed on a straight-line basis over estimated useful lives
of 7 to 30 years. Amortization expense was $3,535, $3,486 and $3,453 in 2001, 2000 and 1999,
respectively. Management periodically assesses the amortization period and recoverability of the
carrying amount of goodwill based upon an estimate of future cash flows from related operations.

Income Taxes--A deferred tax liability is recognized for temporary differences between financial
reporting and tax reporting that will result in taxable income in future years. A deferred tax asset is
recognized for temporary differences that will result in tax deductions in future years.

Comprehensive Income (Loss)--Comprehensive Income (Loss) consists of net earnings, foreign
currency translation adjustments, gains/losses on derivative instruments and adjustments for minimum
pension liability and is presented in the Consolidated Statements of Stockholders’ Equity. The
accumulated loss on derivative instruments was $2,854, $1,178 and $31 as of December 31, 2001, 2000
and 1999, respectively. The accumulated foreign currency translation loss was $6,991, $5,491 and
$3,464 as of December 31, 2001, 2000 and 1999, respectively. The accumulated minimum pension
liability was $2,335 as of December 31, 2001.

Earnings Per Share--The basic earnings per share amounts are determined based on the weighted
average common shares outstanding, while the diluted earnings per share amounts also give effect to the
common shares dilutive potential. For the Company’s earnings per share calculations, the basic and
diluted weighted average outstanding share amounts differ only due to the dilutive impact of stock
options and non-vested stock awards.

Stock-Based Compensation--The Company has elected to follow Accounting Principles Board Opinion
No. 25 (APB 25), “Accounting for Stock Issued to Employees,” and related interpretations in accounting
for its employee stock options and non-vested stock awards. Under APB 25, because the exercise price of
employee stock options equals the market price of the underlying stock on the date of grant, no
compensation expense is recorded. For non-vested stock awards, compensation cost is recognized for the
fair value of the stock awarded and is charged to expense over the respective vesting periods. The
Company has adopted the disclosure-only provisions of SFAS No. 123 (SFAS 123), “Accounting for
Stock-Based Compensation.”

Estimates--The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Reclassification--Certain items in the 2000 and 1999 Consolidated Financial Statements have been
reclassified to conform to the 2001 presentation. These reclassifications had no impact on net income or
stockholders’ equity as previously reported.
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2. Restructuring

In fourth quarter 2001, the Company announced restructuring initiatives in both of its business groups.
The Company will exit the computer monitor segment of the aperture mask business, will sell or
consolidate into its other facilities all operations currently located in St. Paul, Minnesota, phase out of
certain products and discontinue certain optical products development activities. The total restructuring
related costs recorded for the year ended December 31, 2001 were $12,165. The charges inciude
restructuring costs of $6,218 and asset write-downs and other restructuring related costs of $5,947, which
are recorded as a component of cost of products sold in the Consolidated Statement of Operations. The
Company expects to complete the restructuring initiatives by the end of 2002.

The following table displays the activity and balances of the restructuring reserve account for the year
ended December 31, 2001:

Restructuring Costs
Severance Contractual
and Related Obligations
Costs and Other Total
Charged to operations in 2001:
Buckbee-Mears $ 3,309 S 1,729 $ 5,038
Optical Products 295 885 1,180
Total 3,604 2,614 6,218
Utilized in 2001:
Buckbee-Mears -- -- --
Optical Products 295 885 1,180
Total 295 885 1,180
Restructuring liability as of December 31, 2001:
Buckbee-Mears 3,309 1,729 5,038
Optical Products - -- --
Total $ 3,309 $ 1,729 § 5,038

Other Restructuring Related Costs

Inventory Asset
Adjustments Write-downs
and Other Total
Charged to operations in 2001:
Buckbee-Mears b 2,573 $ 1,389 $ 3,962
Optical Products 1,024 961 1,985
Total $ 3,597 $ 2,350 $ 5,947

Subsequent to December 31, 2001, the Company announced its plans to close the Optical Products
production facility in Azusa, California in the first half of 2002. Additional restructuring charges related
to the closure in the range of $2.5 to $3.0 million are expected to be recorded in the first quarter of 2002,

30




3. Inventories

The following is a summary of inventories at December 31:

2001 2000
Raw materials $ 16,857 $ 20,614
Work in process 7,445 17,835
Finished goods 47,332 43,566
Total inventories $ 71,634 $ 82,015
4. Intangible Assets
The following is a summary of intangible assets at December 31:
2001 2000
Goodwill $ 61,738 $ 61,738
Other 13,732 13,254
Total 75,470 74,992
Less accumulated amortization 13,401 9,812
Total intangible assets, net $ 62,069 $ 65,180

5. Property, Plant and Equipment

The following is a summary of property, plant and equipment at December 31:

2001 2000
Land and improvements $ 6,279 $ 6,333
Buildings and improvements 91,999 92,196
Machinery and equipment 175,769 170,065
Construction in progress 7,869 7,974
Total 281,916 276,568
Less accumulated depreciation and amortization 150,375 137,069
Total property, plant and equipment, net $ 131,541 $ 139,499

6. Derivative Instruments 2nd Hedging Activities

Derivative financial instruments are used by the Company to reduce foreign exchange and interest rate
risks. All derivatives are recognized on the balance sheet at their fair value. On the date a derivative
contract is entered into the derivative is designated as a fair value hedge, cash flow hedge or a foreign-
currency net investment hedge. The Company hedges some selected foreign-currency denominated
forecasted transactions (cash flow hedges), in which changes in the fair value of highly effective
derivatives are recorded in Accumulated Other Comprehensive Income (Loss). The Company also has
multiple interest rate swap agreements (cash flow hedges), which provide for the Company to swap a
variable interest rate for fixed interest rates.

The Company formally documents all relations between hedging instruments and the hedged items, as
well as its risk-management objectives and strategy for undertaking various hedge transactions. The
Company formally assesses, both at the hedge’s inception and on an ongoing basis, whether the
derivatives that are used in hedging transactions are highly effective in offsetting changes in cash flows of
the hedged items.
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Foreign Currency Forward-Exchange Contracts

The Company uses foreign currency forward-exchange contracts with durations of less than twelve
months to hedge against the effect of exchange rate fluctuations on certain foreign currency denominated
steel purchases and other expenditures, and certain U.S. dollar denominated sales in a foreign subsidiary.

As of December 31, 2001, no contracts to purchase German marks (DM) remained outstanding. At
December 31, 2001, $60 of deferred net losses on derivative instruments was inciuded in Accumulated
Other Comprehensive Income (Loss). These losses will be recorded into earnings in the first quarter of
2002.

During 2000, the Company’s German subsidiary entered into forward-exchange contracts to sell U.S.
doliars to hedge certain U.S. dollar denominated sales. As of December 31, 2001, no contracts to sell
U.S. dollars remained outstanding.

Also, during 2000, the Company entered into forward-exchange contracts to purchase a total of 22.5
billion Indonesian rupiah to hedge certain purchases in our Vision-Ease Indonesian operations. As of
December 31, 2001, no contracts to purchase rupiah remained outstanding. During 2001, these contracts
were terminated and recorded a realized loss of $133, which is included in other income in the
consolidated statement of operations.

Interest Rate Swaps

At various dates during 1999 and 2000, the Company entered into multiple interest rate swap agreements
to provide for the Company to swap a variable interest rate for fixed interest rates ranging from 6.7% to
7.1%. At December 31, 2001, $50,000 of these swaps remained outstanding with the swaps expiring in
May 2003 and June 2003. The notional amount of interest rate swaps is not a measure of the Company’s
exposure to credit or market risks and is not included in the Consolidated Balance Sheets. Fixing the

interest rate minimizes the Company’s exposure to the uncertainty of floating interest rates during this
period.

Amounts to be paid or received under the interest rate swap agreement are accrued and recorded as an
adjustment to Interest Expense during the term of the interest rate swap agreement. At December 31,
2001, deferred net losses on the interest rate swap agreements in the amount of $2,794 were included in
Accumulated Other Comprehensive Income (Loss).

Cross-Currency Swaps

In January 1999, the Company entered into a cross-currency swap, which provided for the Company to
swap $10,000 of notional debt for the equivalent amount of Japanese yen-denominated debt. This swap
was subsequently closed out in May 1999. Under this swap, the Company also effectively swapped a
fixed U.S. dollar-based interest rate of 5.1% for a fixed Japanese yen-based interest rate of 1.05%. This
Japanese yen-based debt derivative was accounted for under mark-to-market accounting. The Company
recorded as Other Income a foreign exchange gain of $453 in 1999 related to this swap.

In August 1999, the Company entered into a cross-currency swap agreement to swap $10,000 of notional
debt for the equivalent amount of Japanese yen-denominated debt. Under this swap, the Company also
effectively swapped a floating U.S. dollar-based interest rate for a floating Japanese yen-based interest
rate. This Japanese yen-based debt derivative was accounted for under mark-to-market accounting. This
swap was subsequently closed out in May 2000. The Company recorded as Other Income foreign
exchange gains of $598 in 2000 and losses of $1,173 in 1999 related to this swap.

The Company had no cross-currency swaps outstanding as of December 31, 2001.
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7. Debt

The following is a summary of debt at December 31:

2001 2000
U.S. revolving credit facility $ 141,000 $ 143,100
German credit facility 546 521
Other 622 1,395
Total 142,168 145,016
Less amounts due within one year 854 1,206
Total long-term debt $ 141,314 $ 143,810

During 2001, the Company amended its current revolving domestic credit agreement (the Agreement),
which expires in 2003. The amendment to the Agreement provided for the conversion of certain
previously outstanding revolving loans to term loans and permanently reduced the aggregate commitment
under the Agreement from $220,000 to $185,000. This Agreement is secured by a pledge of certain
shares of common stock of the Company’s subsidiaries, an intercompany note from one of the
Company’s European holding companies, security interests in certain assets, including domestic
receivables, inventories and machinery and equipment, as well as a mortgage on its real property located
in Ramsey, Minnesota.

Borrowings under the Agreement bear interest at the Eurodollar rate plus a spread ranging from 1.50% to
3.00%. The rate spread is dependent upon the Company’s ratio of debt to cash flow, as defined in the
Agreement. The Company’s effective rate under the agreement was 5.07% at December 31, 2001. In
addition, the Company pays a facility fee on unborrowed funds at rates ranging from 0.375% to 0.500%
(0.500% at December 31, 2001), depending on the Company’s debt to ERITDA ratio. Under terms of the
Agreement, the Company must meet certain financial covenants, including maintaining a specified
consolidated net worth, leverage ratio (debt to EBITDA), interest coverage ratio and level of capital

expenditures. The Company was in compliance with all covenants under the Agreement at December 31,
2001.

The Company’s German subsidiary maintains short-term and long-term credit facilities with available
credit at December 31, 2001 of $440 and $16,013, respectively. The short-term credit lines are unsecured
and bear interest at either 0.75% over the Euro LIBOR rate or approximately 4.0% over the Euro Base
rate. The lender may withdraw the short-term lines at any time. There was $25 debt outstanding at
December 31, 2001 under the German short-term credit lines. A portion of the long-term credit line is
secured by land and buildings with a net book value of $8,250 at December 31, 2001. These long-term
credit lines bear interest at 0.50% to 0.75% over the DM LIBOR rate.

On December 31, 2001 and 2000, the estimated fair value of the Company’s debt described above
approximates the recorded amount.

Annual maturities of debt for the next five years are $854 in 2002, $141,285 in 2003, $10 in 2004, $10 in
2005 and $9 in 2006.

There was $2,390 of outstanding letters of credit at December 31, 2001.

Interest expense paid, net of amounts capitalized of $200, $410 and $253, was $10,921, $13,035 and
$12,964 in 2001, 2000 and 1999, respectively.
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8. Commitments and Contingencies

The Company leases four manufacturing facilities, five sales, distribution or administrative facilities and
the Company headquarters. In addition, the Company leases certain data processing and other equipment.

At December 31, 2001, the approximate future minimum rental commitments required under non-
cancelable operating leases are as follows:

2002 $ 2,503
2003 1,523
2004 636
2005 292
Total minimum lease payments $ 4,954

Rent expense was $2,987, $2,387 and $1,591 in 2001, 2000 and 1999, respectively.
At December 31, 2001, the Company had commitments of approximately $173 related to capital projects.

The Company has entered into a long-term Product Manufacturing and Sales Agreement (the Supply
Agreement) with a plastic lens manufacturer located in Southeast Asia. The Supply Agreement provides
for the Southeast Asian manufacturer to supply, and the Company to purchase, certain minimum levels of
plastic lenses. At December 31, 2001, the approximate future purchase commitments under this Supply
Agreement were as follows:

2002 $ 8,414

2003 7,000

2004 2,405

Total 17,819
9. Stock Purchase and Award Plans

The Restated and Amended 1994 Stock Incentive Plan (the 1994 Plan) provides for the granting of either
incentive stock options or nonqualified stock options to purchase shares of the Company's common stock
and for other stock-based awards to officers, directors and key employees responsible for the direction
and management of the Company and to non-employee consultants and independent contractors. During
2000, the Company’s stockholders approved an amendment to the 1994 Plan authorizing an additional
2,000 shares of common stock for issuance. At December 31, 2001, 4,459 shares of common stock were
reserved for issuance under the 1994 Plan and for outstanding options under the 1984 Omnibus Stock
Plan, which terminated on January 10, 1994. The reserved shares included 1,684 shares available for
awards under the 1994 Plan.
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Information relating to stock options during 2001, 2000 and 1999 is as follows:

Option Price

Number Per Share Total
of Shares Average Price
Shares under option at December 31, 1598 2,329 $ 1083 § 25226
1999 Activity:
Granted 798 7.31 5,830
Exercised (150) 6.58 (987)
Forfeited (443) 12.09 (5,355)
Shares under option at December 31, 1999 2,534 9.75 24,714
2000 Activity:
Granted 450 5.29 2,379
Exercised 3) 5.00 (15)
Forfeited (212) 9.66 (2,047)
Shares under option at December 31, 2000 2,769 9.04 25,031
2001 Activity:
Granted 832 5.62 4,678
Exercised 247) 1.94 (478)
Forfeited (578) 7.60 (4,393)
Shares under option at December 31, 2001 2,776 $ 895 § 24,838
Shares exercisable at December 31, 2001 1,584 $ 1004 $ 150911
Shares exercisable at December 31, 2000 1,591 $ 849 § 13,502
Shares exercisable at December 31, 1999 1,052 $ 819 § 8,617

The following table summarized information concerning currently outstanding and exercisable options:

Options Outstanding Options Exercisable

Weighted

Average
Range of Remaining Weighted Weighted
Exercise Number Contractual Average Number Average
Prices Outstanding Life (Years) Exercise Price Exercisable Exercise Price
$ 0-5 639 2.1 $ 3.49 461 $ 3.29
5-10 1,465 7.4 5.99 640 6.03
10-20 343 5.8 14.65 206 15.35
20-31 329 4.8 26.8 277 26.61
2,776 5.7 h) 8.95 1,584 $ 10.04

All outstanding options are nonqualified options. No compensation expense related to stock option grants
was recorded in 2001, 2000 or 1999, as the option exercise prices were equal to fair market value on the
date of grant.

At December 31, 2001, there were 149 shares outstanding pursuant to non-vested stock awards under the
1994 Plan.
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Pro forma information regarding net income and earnings per share is required by SFAS 123 and has been
determined as if the Company had accounted for its employee stock options under the fair value method
of that Statement. The fair value for these options was estimated at the date of grant using a Black-
Scholes option pricing model with the following weighted average assumptions for 2001, 2000 and 1999:

2001 2000 1999
Risk-free interest rate 5.00% 6.02% 6.20 %
Dividend yield 2.78% 1.23 % 123 %
Volatility factor 0.85 0.76 0.80
Weighted average expected life 5 years 5 years 5 years

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options, which have no vesting restrictions and are fuily transferable. In addition, option valuation
models require the input of highly subjective assumptions, including the expected stock price volatility.
Because the Company’s employee stock options have characteristics significantly different from those of
traded options, and because changes in the subjective input assumptions can materially affect the fair
value estimate, in management’s opinion, the existing models do not necessarily provide a reliable single
measure of the fair value of its employee stock options.

For purposes of pro forma disclosures, the estimated fair value of the options using the Black-Scholes
option pricing model is amortized to expense over the options’ vesting period. The Company’s pro forma
net earnings and earnings per share were as follows:

2001 2000 1999
Net earnings (loss) — as reported $ (22,600) $ 14900 §  7.824
Net earnings (loss) — pro forma (24,226) 13,208 6,291
Basic earnings (loss) per share — as reported (0.83) 0.54 0.29
Basic earnings (loss) per share — pro forma (0.89) 0.48 0.23
Diluted earnings (loss) per share — as reported (0.83) 0.54 0.28
Diluted earnings (loss) per share — pro forma (0.89) 0.48 0.23
Weighted average fair vaiue of options granted during the year 3.11 322 4.60

Because SFAS 123 provides for pro forma amounts for options granted beginning in 1995, the pro forma
expense will likely increase in future years as the new option grants become subject to the pricing model.

Stock Option Exercise Loan Program. During 2000, the Company discontinued the Stock Option
Exercise Loan Program under which holders of exercisable stock options could obtain interest-free and
interest-bearing loans from the Company to facilitate their exercise of stock options. Under provisions of
the program, new loans cannot be made, but existing loans will continue to be administered until they are
repaid. Such full recourse loans are evidenced by demand promissory notes and are secured by shares of
stock. The portion of such loans directly related to the option exercise price is classified as a reduction of
stockholders' equity. The remainder is included in current assets.

In August 2001, 686,630 common shares at a market value of $3,361 were received from officers of the

Company in exchange for the repayment of certain stock option loans and exercise of certain stock
options as follows:

Receipt of common shares §  (3361)
Repayment of stock option loans 2,627
Option exercise proceeds 478
Tax benefit adjustment of stock options 256
Net cash $ -
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Share Rights Plan. In June 1998, the Company adopted a Share Rights Plan and declared a dividend of
one Preferred Share Purchase Right (Right) for each outstanding share of common stock to stockholders
of record on July 20, 1998. The Rights will become exercisable after any person or group acquires or
announces a tender or exchange offer resulting in the beneficial ownership of 15% or more of the
Company’s common stock. Each Right entitles shareholders to buy one five-hundredth of a share of a
newly created series of preferred stock at an exercise price of $75 subject to adjustment upon certain
events. If any person or group acquires 15% or more of the Company’s common stock, if the Company is
acquired in a business combination, or if the Company sells 50% or more of its assets, each Right entitles
its holder, other than the person or group acquiring the common stock, to purchase at the Right’s then
current exercise price, shares of the Company’s common stock having a value of twice the Right’s then
current exercise price. The Rights are redeemable at $0.001 per Right and will expire on July 20, 2008
unless extended or redeemed earlier by the Company.

10. Employee Benefit Plans

The Company maintains a savings and profit sharing plan covering substantially all of its domestic
salaried employees and a majority of those domestic hourly employees not covered by a pension plan or
retirement fund described below. Under the terms of the profit sharing provision of the plan, the
Company makes an annual minimum contribution equal to 3% of participants' wages, with the potential
for an additional discretionary contribution depending upon the Company's profitability. Provisions of
the profit sharing portion of the plan include 100% vesting after five years of continuous service, and
payment of benefits upon retirement, total disability, death or termination. Under the terms of the savings
provision of the plan, the Company makes an annual minimum contribution, which is invested in
Company stock, equal to 25% of participants' before-tax contributions up to 6% of base salary, with the
potential for an additional discretionary contribution depending upon the Company's profitability.
Provisions of the savings portion of the plan include vesting of the Company’s contributions at the rate of
25% per year of continuous service, and payment of benefits upon retirement, total disability, death or
termination.

In 2002, the Company’s savings and profit sharing plan was amended. Under the profit sharing provision
of the plan, the Company makes no annual minimum contribution. Depending upon the Company’s
profitability, a discretionary contribution up to 12% of participants’ wages may be made. Vesting
provisions for this portion of the plan have not changed. Under terms of the savings provision of the plan,
the Company makes a quarterly contribution equal to 100% of participants’ before-tax contributions up to
3% of base salary with an additional contribution equal to 50% of participants’ before-tax contributions
between 3% and 5% of base salary. Provisions of the savings portion of the plan were changed to
included immediate vesting of the Company’s contribution.

In addition, the Company's German subsidiary has a noncontributory defined benefit pension plan
covering substantially all of its employees. Benefits payable under the plan are based upon the
participant's base salary prior to retirement and years of credited service. As allowed under German law,
this plan is not funded. However, under generally accepted accounting principles, the estimated future
liability is accrued in the Company’s Consolidated Financial Statements.

In addition to the defined benefit plans discussed above, the Company had two defined benefit post-
retirement plans covering certain domestic employees. One plan provided medical benefits and the other
provides life insurance benefits. During 2000, the Company terminated the medical benefits plan,
resulting in a termination gain of $1,678, which is included in Other Income in the Consolidated
Statement of Operations. The life insurance plan provides term life insurance coverage to ali retired full-
time hourly employees at one former domestic operation. The Company accrues the expected cost of
providing benefits under the life insurance benefit plan during the years that eligible employees rendered
service. The life insurance plan is not funded and the liability under the plan is immaterial.
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The above described defined benefit and post-retirement plans included the following components:

Post-Retirement

Pension Benefits Benefits
2001 2000 2001 2000

Change in Benefit Obligation:

Benefit obligation at beginning of year $ 13,486 § 13272 § - $§ 1,948
Service cost 445 450 = 47
Interest cost 825 802 -- 55
Foreign currency exchange rate changes (521) (606) - -
Plan participants’ contribution -- -- -- 138
Actuarial (gain) loss 393 an -- 228
Benefit payments 474) 421) - (555)
Settlement/curtailment gain -- -- - (1,861)

Benefit obligation at end of year 14,154 13,486 - -

Change in Fair Value of Plan Assets:

Fair value of plan assets at beginning of year 4,335 4,011 -- --
Actual return on plan assets (983) 577 -- -
Employer contribution 261 - -- 417
Plan participants’ contributions - - - 138
Benefit payments (287) (253) -- (555)

Fair value of plan assets at end of year 3,326 4,335 - -

Funded Status:

Funded status of the plan (underfunded) (10,828 (9,151) -- --

Unrecognized transitional amount 34 48 -- -

Unrecognized net gain 1,197 (423) -- -

Accrued pension cost § (0597)8 (9,526) - 3 -

2001 2000 1999
Components of Net Periodic Pension Cost
Pension benefits:
Service cost $ 445 § 450 490
Interest cost 825 802 824
Expected return on plan assets (268) (350) (313)
Amortization of transition obligation 11 12 14
Recognized actuarial gain ) ay -
Net periodic pension cost $ 1,006 $ 903 § 1,015
Post-retirement benefits:
Service costs $ - 8 47 3 173
Interest cost -- 55 156
Recognized actuarial (gain) loss -- 3 7
Settlement/curtailment gain - (1,678) -
Net periodic pension cost $ - 8 (1,573) $ 336
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Assumptions used in developing the projected benefit obligation and the net periodic pension cost as of
December 31 were as follows:

2001 2000 1999
Domestic plans (including post-retirement plan in 2000 and 1999):
Discount rate 7.75% 7.75% 7.75%
Rate of return on plan assets 9.00% 9.00 % 9.00%
Foreign plan:
Discount rate 6.00% 6.00% 6.00%
Rate of increase in compensation 2.50% 2.50% 2.50%

Under a contract with its union employees, one of the Company’s domestic operations makes, on behalf
of each active participant, fixed weekly contributions to a retirement fund (aggregating $90, $122 and
$147 in 2001, 2000 and 1999, respectively). At December 31,2001, the Company was required to record
a minimum pension liability of $1,700, net of taxes, under this contract. In addition, the Company was
required to record a minimum pension liability of $635 for another defined benefit plan. These minimum
pension liability adjustments are reflected in other liabilities and accumulated other comprehensive loss.

The total cost of all profit sharing, savings and pension plans, domestic and foreign, was $2,754, $4,591
and $5,469 in 2001, 2000 and 1999, respectively.

11. Income Taxes

The provision for income taxes was based on earnings (loss) before income taxes, as follows:

Years ended December 31 2001 2000 1999

Domestic $(16,806) $ 6,648 § (1,472)

Foreign 3,576 14,495 14319
Earnings (loss) before income taxes $ (13,230) § 21,143 § 12,847

The provision for income taxes consisted of:

Years ended December 31 ‘ 2001 2000 1999
Current
Federal $ (150) $ L1102 § 10
State 58 (15) (59
| Foreign 3,878 6,310 6,811
| Deferred
Federal and state 6,504 (1,292) (610)
Foreign (920) 138 (1,129)
Income tax expense $ 9370 $ 6,243 § 5,023
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Significant components of deferred income tax assets and liabilities were as follows at December 31:

2001 2000
Federal and State Net Deferred Income Taxes
Deferred tax asset
Reserves and accruals $ 4642 $ 3,277
Compensation and benefit-related accruals 5,319 4,609
Other temporary differences 1,206 2,617
NOL and tax credit carryovers 23,414 14,844
Valuation allowance (14,500) --
Total 20,081 25,347
Deferred tax liability
Depreciation (2,430) (3,032)
Capitalized molds and tooling (799) (214)
Total (3,229) (3,246)
Net deferred tax asset $ 16,852  $ 22,101
Foreign Net Deferred Income Taxes
Deferred tax liability
Depreciation $ (1,908) $ (2,487)
Inventory (110) (352)
Other temporary differences (565) (642)
Total (2,583) (3,481)
Deferred tax asset
Retirement benefits 813 751
Other temporary differences 730 893
Total 1,545 1,644
Net deferred tax liability (1,038) (1,837)

The federal and state net deferred tax asset included a current portion of $10,198 and $18,190 at
December 31, 2001 and 2000, respectively, and a long-term portion of $6,654 and $3,911 at December
31, 2001 and 2000, respectively. The foreign net deferred tax liability included a current asset of $52 at
December 31, 2001 and a current liability of $236 at December 31, 2000, and a long-term liability of
$1,090 and $1,601 at December 31, 2001 and 2000, respectively.

Net operating loss carryforwards of $17,883 at December 31, 2001 expire in 2019 and 2020. General

business credit carryforwards of $549 expire in 2019 to 2021. Foreign tax credit carryforwards of”

$14,970 expire in 2003 through 2006. Alternative minimum tax credits of $876 can be carried forward
indefinitely to offset regular tax liabilities.

The differences between income taxes at the U.S. federal statutory tax rate and the effective tax rate were
as follows:

Years ended December 31 2001 2000 1999

Statutory rate (35.0)% 35.0% 35.0%
Difference in taxation of foreign earnings 10.7 6.1 4.8
Foreign income taxed in the U.S. (14.9) 9.5) (5.3)
Unfavorable settlement of tax audit - - 4.8
State income taxes, net of federal benefit (1.6) 1.0 (0.7)
Change in deferred tax valuation allowance 109.6 -- -
Other items 2.0 3.1 0.5

Effective tax rate 70.8% 29.5% 39.1%
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Differences in taxation of foreign earnings relate primarily to taxation of foreign earnings at rates in
excess of the U.S. statutory rate. Undistributed earnings of foreign subsidiaries at December 31, 2001
were approximately $10,858. No U.S. taxes have been provided on these undistributed earnings, because
the Company expects to be able to utilize foreign tax credits to offset any U.S. tax that would result from
their distribution.

During 2001, the Company established a deferred tax asset valuation reserve of $14.5 million, the effect
of which increased income tax expense. The need for the valuation reserve was driven by projections for
future U.S. taxable income, which impacts the potential for realizing the benefits of the Company’s
carryovers. The statutory time period for using the carryovers on its income tax returns extends beyond
the period the Company used to assess impairment for accounting purposes. If at some time in the future
it is determined that all or a portion of the existing carryovers may be realized, the valuation reserve will
be reduced accordingly.

Income taxes paid (refunded) were $612, $7,888 and $(2,489) in 2001, 2000 and 1999, respectively.
12. Segment Information

The Company has two operating segments, which manufacture and sell a variety of products: Buckbee-
Mears and Optical Products. Buckbee-Mears manufactures precision photo-etched and electroformed
parts that require tight tolerances and miniaturization. Its principal product is aperture masks, a key
component used in the manufacture of color television and computer monitor picture tubes. Optical
Products manufactures ophthalmic lenses. Net sales of aperture masks comprised 93%, 91% and 89% of
Buckbee-Mears segment revenues in 2001, 2000 and 1999, respectively, and 52%, 55% and 55% of the
Company's consolidated total revenues in 2001, 2000 and 1999, respectively.
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The following is a summary of certain financial information relating to the two segments:

Years ended December 31 2001 2000 1999
Total Revenues by Segment
Buckbee-Mears $ 170,862 $ 214,880 $ 217,868
Optical Products 131,434 139,605 135,986
Total Revenues $ 302,296 $ 354,485 § 353,854

Operating Profiit (Loss) by Segment
Buckbee-Mears

Before non-recurring charges $ 5080 $ 25108 $ 23,863
Non-recurring charges (5,038) -- -~
Total 51 25,108 23,863
Optical Products
Before non-recurring charges 3,298 11,419 5,749
Non-recurring charges (1,180) -- -
Total 2,118 11,419 5,749
Total segment operating profit 2,169 36,527 29,612
Administrative expense (5,038) (5,389) (4,702)
Interest expense, net (11,244) (12,833) (13,099)
Other income 883 2,838 1,036
Earnings (loss) before income taxes (13,230) 21,143 12,847
Identifiable Assets by Segment
Buckbee-Mears $ 132,755 $ 158453 $ 159,431
Optical Products 180,648 191,884 196,074
Total identifiable assets 313,403 350,337 355,505
Corporate and other assets 18,343 23,467 28,048
Total assets $ 331,746 $ 373,804 $ 383,553
Depreciation and Amortization by Segment
Buckbee-Mears $ 12,181 §$ 13,492 $ 12,883
Optical Products : 11,516 10,336 10,231
Corporate and other 160 162 166
Total depreciation and amortization $ 23,807 $§ 23,990 $ 23,280
Capital Expenditures by Segmemnt
Buckbee-Mears $ 5779 $ 7,703 % 5,556
Optical Products 8,311 4,182 7,469
Corporate and other 44 44 132
Total capital expenditures $ 14,134 §$ 11929 $ 13,157
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The following is a summary of the Company's operations in different geographic areas:

Years ended December 31 2001 2000 1999
Total Revenues from Unaffiliated Customers
United States $ 192,879 $ 232,458 § 227,390
Germany 84,399 95,796 103,788
Other 25,018 26,231 22,676
Total $ 302,296 $ 354,485 $§ 353,854
Long-Lived Assets
United States $ 101,482 $ 107,679 § 119,190
Germany 18,136 21,404 24,155
Other 11,923 10,416 7,893
Total $ 131,541 $ 139,499 § 151,238

The Company evaluates segment performance based on profit or loss from operations before interest,
other income/expense, taxes and charges for corporate administration. Revenues by geographic area are
based upon revenues generated from each country’s operations. Net sales to unaffiliated foreign
customers from domestic operations (export sales) in 2001, 2000 and 1999 were $56,139, $61,686 and
$56,893, or 19%, 17% and 16%, respectively, of total revenues. Buckbee-Mears had sales to one
customer of $42,566, $62,895 and $71,303; to another customer of $47,502, $58,174 and $45,077; and to
a third customer of $24,258, $27,178 and $46,078 in 2001, 2000 and 1999, respectively. Optical Products
did not have sales to any individual customer greater than 10% of total revenues.

13. Concentrations of Credit Risk

Approximately 55% of the trade accounts receivable before allowances (receivables) of Buckbee-Mears
at December 31, 2001 were represented by four customers. Approximately 63% of the receivables of
Optical Products at December 31, 2001 were represented by 20 customers. These 24 customers
represented approximately 59% of the Company's consolidated receivables at December 31, 2001, with
one customer of Buckbee-Mears representing approximately 12% and another customer representing
approximately 5% of consolidated receivables and one customer of Optical Products representing
approximately 8% and another customer representing 7% of consolidated receivables.

Buckbee-Mears’ customer base consists of the largest television and computer monitor manufacturers in
the world. Accordingly, Buckbee-Mears generally does not require collateral and its trade receivables are
unsecured. Optical Products’ customer base consists of a wide range of eyewear retailers and optical
laboratories. Optical Products performs detailed credit evaluations of customers and establishes credit
limits as necessary. Collateral or other security for accounts receivable is obtained as considered
necessary for Optical Products’ customers.

14. Legal Matters

The Company is a defendant in various suits, claims and investigations that arise in the normal course of
business. In the opinion of the Company’s management, the ultimate disposition of these matters will not
have a material adverse effect on the consolidated financial position, liquidity or results of operations of
the Company.
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15. New Accounting Standards

In July 2001, the Financial Accounting Standards Board (FASB) issued Statements of Financial
Accounting Standards (SFAS) No. 141, Business Combinations. SFAS No. 41 eliminates the pooling-of-
interest method and requires the purchase method of accounting on all business combinations completed
after June 30, 2001. This pronouncement was effective for any business combination that is completed
after June 30, 2001 and had no impact on the Company’s current financial statements.

Also in July 2001, the FASB issued SFAS No. 142, Goodwill and Other Intangible Assets. Under SFAS
No. 142, goodwill and intangibles assets deemed to have indefinite lives will no longer be amortized but
will be subject to annual impairment tests in accordance with the statement, with a transitional
impairment test required to be completed by the end of the second quarter 2002. The Company has
adopted this statement as of January 1, 2002. Application of the non-amortization provisions of the
statement is expected to result in an annual increase of earnings of approximately $2.0 million. The
Company will first evaluate goodwill for impairment by comparing the segment level unamortized
goodwill balance to projected discounted cash flows as required by SFAS No. 142. The Company plans
to complete this transitional impairment test by the end of first quarter 2002. Based on preliminary
analysis, the Company anticipates that its Optical Products segment will incur a goodwill impairment
write-off between $35 million and $50¢ million. No reclassifications of intangibles assets will be
necessary. Any impairment required by SFAS No. 142 will be reflected as the cumulative effect of a
change in accounting principle.

In August 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations, which is
effective for fiscal years beginning after June 15, 2002. This statement applies to obligations associated
with the retirement of tangible long-lived assets. The adoption of this pronouncement is not expected to
have a material impact on the Company’s consolidated results of operations, financial position or cash
flows.

In October 2001, the FASB issued SFAS No. 144, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to be Disposed Of, which is effective for fiscal years beginning after june 15,
2002. This statement addresses financial accounting and reporting for the impairment or disposal of long-
lived assets and supersedes SFAS No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of, and the accounting and reporting provisions of Accounting
Principles Board (APB) Opinion No. 30, Reporting the Results of Operations for a disposal of a segment
of a business. The adoption of this pronouncement is not expected to have a material impact on the
Company’s consolidated results of operations, financial position or cash flows.
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Report of Independent Auditors

The Board of Directors and Stockholders
BMC Industries, Inc.

We have audited the accompanying consolidated balance sheets of BMC Industries, Inc. as of December
31, 2001 and 2000, and the related consolidated statements of operations, stockholders’ equity and cash
flows for each of the three years in the period ended December 31, 2001. Our audits also included the
financial statement schedule listed in Item 14(a). These financial statements and schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of BMC Industries, Inc. at December 31, 2001 and 2000, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States.
Also in our opinion, the financial statement schedule referred to above, when considered in relation to the
basic financial statements taken as a whole, presents fairly in all material aspects the information set forth
therein.

Ernst & Young LLP

Minneapolis, Minnesota
January 30, 2002
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Part 11T
Item 10. Directors and Executive Officers of the Registrant
(a) Directors of the Registrant

The information under the caption “Election of Directors” on pages 2-5 of our proxy statement
for the annual meeting of stockholders to be held on May 9, 2002 is incorporated herein by reference.

(b) Executive Officers of the Registrant

Information concerning our executive officers is included in this report under Item 4A,
“Executive Officers of the Registrant.”

(c) Compliance with Section 16(a) of the Exchange Act

The information under the caption “Section 16(a) Beneficial Ownership Reporting Compliance™
on page 18 of our proxy statement for the annual meeting of stockholders to be held on May 9, 2002 is
incorporated herein by reference.

Item 11. Executive Compensation

The information contained under the caption “Executive Compensation” on pages 9-11 and 13-15, and
“Election of Directors - Information About the Board and Its Committees” on pages 3-5 of our proxy

statement for the annual meeting of stockholders to be held on May 9, 2002 is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information contained under the caption “Security Ownership of Certain Beneficial Owners and
Management” on pages 7-8 of our proxy statement for the annual meeting of stockholders to be held on
May 9, 2002 is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

The information contained under the caption “Certain Transactions” on page 17-18 of our proxy

statement for the annual meeting of stockholders to be held on May 9, 2002 is incorporated herein by
reference.

46




PART IV.

Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a)

1.

Financial Statements
The following items are included herein on the pages indicated.

Consolidated Financial Statements: Page

Consolidated Statements of Operations for the Years Ended

December 31, 2001, 2000 and 1999 ......coiiiiiieieteeeteeecite et 24
Consolidated Balance Sheets as of December 31, 2001 and 2000 .............cooeerenennn. 25
Consolidated Statements of Stockholders’ Equity for the Years

Ended December 31, 2001, 2000 and 1999.........c.ooiiiiiiii e 26
Consolidated Statements of Cash Flows for the Years Ended

December 31, 2001, 2000 and 1999 ...t 27
Notes to Consolidated Financial Statements ..........cccooccceverninecineninninniee e 28
Price Range of Common StOCK .......cc.ooeviiiiiiiiniiere e 12
Report of Independent Auditors...........coconiiiiiiiiinccc e 45
Selected Quarterly Financial Data (unaudited) ...........ccoooovieiiiiiin i 14

Financial Statement Schedule:

The following financial statement schedule is included herein and should be read in
conjunction with the consolidated financial statements referenced above:

Page:

II - Valuation and Qualifying ACCOUNTS .........cccoovviiiiiiiicieece e 49

Schedules other than the one listed above are omitted because of the absence of the
conditions under which they are required or because the information required is included
in the consolidated financial statements or the notes thereto.

Exhibits:
Reference is made to the Exhibit Index contained on pages 51 of this Form 10-K.

A copy of any of the exhibits listed or referred to herein will be furnished at a reasonable
cost to any person who was a BMC stockholder as of March 18, 2002, upon receipt from
any such person of a written request for any exhibit. Requests should be sent to Investor
Relations Department, BMC Industries, Inc., One Meridian Crossings, Suite 850,
Minneapolis, MN 55423,
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The following is a list of each management contract or compensatory plan or
arrangement required to be filed as an exhibit to this Form 10-K pursuant to [tem 14(c):

a)

b)

d)

g

h)

Revised Executive Perquisite/Flex Policy (effective as of January 1, 1998)
(incorporated by reference to Exhibit 10.4 to the Company’s Annual Report on
Form 10-K for the year ended December 31, 1998 (File No. 1-8467)).

Restated and Amended Directors’' Deferred Compensation Plan (incorporated by
reference to Exhibit 10.15 to the Company’s Annual Report on Form 10-K for
the year ended December 31, 1596 (File No. 1-8467)).

Form of Change of Control Agreement entered into between the Company and
Mr. Burke (incorporated by reference to Exhibit 10.31 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 1991 (File No 1-8467)).

Form of Change of Control Agreement entered into between the Company and
Messrs. Carlson, Dobson and Petersen (incorporated by reference to Exhibit
10.29 to the Company’s Annuai Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-8467)).

Employment Agreement by and between the Company and Paul B. Burke, dated
as of January 1, 1999 (incorporated by reference to Exhibit 10.25 of the
Company’s Annual Report on Form 10-K for the year ended December 31, 1998
(File No. 1-8467)).

Employment Agreement by and between the Company and Curtis E. Petersen,
dated December 3, 2001 (filed herewith as Exhibit 10.23).

BMC Industries, Inc. Executive Benefit Plan, effective January 1, 1993
(incorporated by reference to Exhibit 10.22 of the Company’s Annual Report on
Form 10-K for the year ended December 31, 1998 (File No. 1-8467)).

First Declaration of Amendment, effective September 1, 1998, to the BMC
Industries, Inc. Executive Benefit Plan (incorporated by reference to Exhibit
10.12 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1968 (File No. 1-8467)).

Reports on Form 8-K

The Company filed a Form 8-K, dated as of October 12, 2002, on October 24, 2001, reporting the
completion of a Second Amendment and Restatement Agreement amending the Company’s
Amended and Restated Credit Agreement dated June 25, 1998.

Exhibits

The response to this portion of Item 14 is submitted as a separate section of this report.

Finamcial Statement Schedules

The response to this portion of Ttem 14 is submitted as a separate section of this report.
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Schedule II

Valuation and Qualifying Accounts

Years Ended December 31
(in thousands)
Additions
Balance Charged to Translation Balance
Beginning Costs and Adjustment End of
of Year Expenses Deductions and QOther Year

2001
Allowance for
doubtful accounts $1,433 $1,452 $1,300 $0 $1,585
Allowance for 1,430 595 766 (476) 783
merchandise returns

Total $2,863 $2,047 $2,066 ($476) $2,368
Inventory reserves $10,669 $3,696 $1,567 (8218) $12,580
2000
Allowance for
doubtful accounts $1,828 $1,388 $1,783 $0 $1,433
Allowance for 1,546 583 483 (216) 1,430
merchandise returns

Total $3,374 $1,971 $2,266 ($216) $2,863
Inventory reserves $15,317 ($3,021) $1,201 ($426) $10,669
1999
Allowance for
doubtful accounts $1,266 $1,132 $570 $0 $1,828
Allowance for
merchandise returns 1,358 1,076 474 (414) 1,546

Total $2,624 $2,208 $1,044 ($414) $3,374
Inventory reserves $12,791 $4,100 $1,145 ($429) $15,317
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on March 29, 20602, on its behalf by the undersigned, thereunto
duly authorized.

BMC INDUSTRIES, INC.

By: /s/Curtis E. Petersen
Curtis E. Petersen
Senior Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on
March 29, 2002, by the following persons on behalf of the registrant and in the capacities indicated.

Signature Title
/s/Paul B. Burke Chairman of the Board and Chief
Paul B. Burke Executive Officer (Principal Executive Officer)
/s/Curtis E. Petersen Senior Vice President and Chief Financial
Curtis E. Petersen Officer (Principal Financial Officer and

Principal Accounting Officer)

/s/John W. Castro Director
John W. Castro

/s/H. Ted Davis Director
H. Ted Davis

/s/Joe E. Davis Director
Joe E. Davis

/s/Harry A. Hammerly Director

Harry A. Hammerly
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OPTICAL PRODUCTS

Vision-Ease Lens, Inc.
7100 Northland Circle, Suite 312
Brooklyn Park, Minnesota 55428

Vision-Ease Lens ~ Ramsey
7000 Sunwood Drive
Ramsey, Minnesota 55303

Vision-Ease Lens ~ St. Cloud
700 North 54th Avenue
St. Cloud, Minnesota 56301

Vision-Ease Lens Azusa, Inc.
16016 Montoya Street
Azusa, California 91702

PT. Vision-Ease Asia
JIn. Meranti 3 Blok L No. 8
Delta Silicon Industrial Park

Lippo Cikarang Bekasi 17550, Indonesia

Vision-Ease Lens Limited

4 The Candlemakers

Temple Farm Industrial Estate
Southend-on-Sea, Essex SS2 SRX
United Kingdom

Vision-Ease Deutschland GmbH
Renkenrunsstrasse 24-26
D-79379 Miillheim, Germany

Vision-Ease France SAS
Zone Industrielle — Route de Chartres
28160 Brou, France

BUCKBEE-MEARS

Mask Operations
5791 Route 80
Tully, New York 13159

Buckbee-Mears Cortland
P.O. Box 189, 30 Kellogg Road
Cortland, New York 13045

Buckbee-Mears Europe GmbH
Renkenrunsstrasse 24-26
D-79379 Miillheim, Germany

Buckbee-Mears Hungary Kft.
2800 Tatabdnya
Tavaszmezo u. 6., Hungary

Micro-Technology Operations
278 East Seventh Street
St. Paul, Minnesota 55101
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